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its Estate Service Division 


For many years this Division has served members 
of the accounting profession in detailed analysis 

of the numerous complex problems, both personal 
and corporate, encountered in the estates of 

their clients. Many accountants have found this 

of assistance to them in the over all planning 

of their clients’ affairs. This service is available from 
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PACKING 
PROFITS 


a BME es 


A meat packing business was begun in a 
small way a number of years ago on the 
outskirts of a large Canadian city. The de- 
mand for the company’s products grew to 
such an extent that the owners decided to 
expand the plant. They obtained a term 
loan from the Industrial Development Bank 
to finance the expansion. 


As a result, the company’s operations are 
now conducted more efficiently and on a 
larger scale. Sales continue to rise and the 
company is considering further expansion. 


The Industrial Development Bank has 
many such cases in its records. IDB was 
established to provide financial assistance 
to small and medium sized industrial enter- 
prises unable to obtain satisfactory term 
financing through other channels. 


If you have a modernization, development or 
expansion program that requires term financing, 
and you are engaged in, or about to engage in, 
any one of the activities listed below, you are in- 
vited to write or visit the nearest IDB office or 
consult your auditor, lawyer, or chartered banker 
for information regarding IDB services. 


INDUSTRIAL DEVELOPMENT BANK 


Regional Offices: Vancouver, Edmonton, Calgary, Regina, Winnipeg, Sudbury, London, 
Toronto, Ottawa, Montreal, Quebec City, Saint John, Halifax. 


*I.D.B. can consider proposals for financial assistance in these activities: 
manufacturing, processing, assembling, installing, overhauling, reconditioning, altering, 
repairing, cleaning, packaging, transporting or warehousing of goods; logging, operating 
a mine or quarry, drilling, construction, engineering, technical surveys or scientific 
research, generating or distributing electricity or operating a commercial air service, 
or the transportation of persons, or supplying premises, machinery or equipment 
under lease to any business mentioned above. 
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funds working. Call us for information on: 


\V Government Bonds 
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THE AFFAIRS OF: 


When filled out, this booklet becomes 

a complete, convenient record of all matters 

concerning your client’s estate— 

location and dates of documents, insurance 

policies . . . what securities are held, etc. 
In the event of the client’s death, 

or in an emergency arising during 

his absence from home, the booklet tells 

you and his family all you need to know 

to be able to act swiftly and effectively. 
For free copies for yourself 

or your clients simply write to: 

Public Relations Department, The 


Bank of Nova Scotia, 44 King Street 
West, Toronto. 


The BANK of NOVA SCOTIA 


General Office: 44 King Street West, Toronto 
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THE FIRST FIFTY YEARS 


speaking to the present 


Extracts from the past 


A year ago we addressed our 
friends through this page for the first 
time, and our Foreword breathed 
hope and determination. As we start 
upon another year, we bespeak your 
indulgence and the same generous 
support vouchsafed our earlier efforts. 
If you are in any doubt as to how 
you can be effectual in assisting us, 
permit us to suggest three simple 
ways: first, by writing for our col- 
umns and furnishing suitable articles; 
secondly, by obtaining subscriptions; 
and thirdly, by patronizing whenever 
it is possible those who patronize us 
as an advertising medium. This last 


suggestion in particular is commend- 
ed to you as a way to make the maga- 
zine a permanent success, because all 
such publications must prove them- 
selves valuable in this respect if they 
are to become self-sustaining. 

July 1912 


When the accountant passes his 
final examination, he is considered 
qualified to practise in his profession, 
but he must bear in mind that he has 
far from completed his education. 
The accountant is always learning, 
and instead of putting away his text- 
books he should continue to study 
them and to add to their number. He 
should gather all the practical experi- 
ence he can in the practising of his 
profession, and look around for in- 
formation which is sure to be of use 
to him during his professional career. 
It is said of Sir Rufus Isaacs, K.C., 
one of the most brilliant barristers 
of our time, that the knowledge of 
accounting which he acquired in the 
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City of London prior to entering the 
Bar was one of the principal reasons 
for his great success. An accountant is 
required to be more than one skilled 
in accounts; he ought to be a student 
of economics, of commercial law, of 
trade, and many other things, and in 
the study of these not only would he 
find great interest, but profit in every 
sense of the word. 

October 1915 


The character of our work has 
changed and become in the change 
much more important and valuable. 
In numberless businesses of every 
character the auditor has become the 
adviser and expert whose assistance 
is eagerly requested. On questions 
of financial policy, on the raising of 
capital, on distribution of profits, on 
costing and so forth, his advice is 
deemed to be essential, and further, 
in organization generally, his help 
has been sought and valued. In many 
a business, proper statistical records, 
intelligently applied, have led from 
difficulty and approaching disaster 
to smooth-working and _ substantial 
success. 

The older scheme of the auditor 
or accountant tied down to laborious 
checking of a routine character, and 
a mere methodical mathematical ac- 
curacy, has passed away. In many 
cases the auditor was then regarded 
as a necessary evil, a bore and a nuis- 
ance, although of some value no 
doubt as a check against possible 
fraud. Today he is regarded as a 
valuable friend and ally on the road 


Continued on page 6 











UCSC Eee 


du MAURIER 


@ most effective filter tip yet developed 
e choicest, extra mild Virginia tobaccos 
@ rich flavour, exceptional smoothness 
e firmly packed for longer-lasting smoking pleasure 


fldu MAURIER 


A Really Milder High Grade Virginia Cigarette 
with the EXCLUSIVE “Wcllecel; SUPER FILTER 











. . your client's surest form 


of credit protection 
through the CANFACTOR NON-RE- 
COURSE FACTORING PLAN, available 
only from Canadian Factors Corporation. 


The CANFACTOR PLAN 
gives your client immediate cash upon 
shipment with no subsequent recourse 
against him, while his customer is 
billed according to existing terms. 


This surest form of credit protection 
disposes of all his credit and collection 
worries at one stroke, enables him to 
concentrate on gainful business activi- 
ties. For more information, call VIctor 
9-8681 or write: 


Canadian Factors Corporation Limited 
423 Mayor Street, Montreal 2, Que. 
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to success, and an essential adjunct to 
every business. 


So long as the profession sets for 
itself the ideal that the certificate or 
signature of a chartered accountant 
is unimpeachable, and a guarantee of 
a true and correct view of the affairs 
which he examines, so far as is pos- 
sible for him to vouch, so long will 
the public continue to value, as they 
do today, the title we are proud to 
bear, and will entrust us with the 
work they now send us. 

March 1922 


As professions go, accountancy is 
comparatively young. It is only 52 
years since the first society of chart- 
ered accountants was formed in Can- 
ada, and that body was organized in 
Montreal on July 24, 1880. With 
the growth of companies and big 
business, with the introduction of 
legislation affecting corporations and 
other financial organizations, and with 
the need of reports for shareholders, 
investors and banks, and by govern- 
ments for income tax purposes, ac- 
counting services have been greatly 
multiplied. The responsibility of con- 
ducting most audits has been placed 
on chartered accountants, and_ this 
meriting of public confidence is in 
large degree the outcome of the wis- 
dom and foresight of the founders of 
our profession who early recognized 
the cardinal principle that those ad- 
mitted to membership in the profes- 
sion of chartered accountancy must 
be men of courage, of the highest in- 
tegrity and with sufficient mental 
ability to meet the rigid educational 
requirements of their Institutes. 

June 1932 


While the war has in many in- 
stances doubled and trebled the ac- 
tivities of private enterprise, govern- 
ment activities have multiplied even 


Continued on page 8 
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MOORE FORMS 
GIVE 
DATA PROCESSING 
CONTROL IN PRINT 


Expensive equipment is designed to 
show your operating results in print... 
on forms. The forms must be skillfully 
manufactured to insure fast, uninter- 


and loss of system control. Moore 
forms, the heart of your system, assure 
fast, smooth work-flow and efficiency in 
all procedures...to give you control in 
rupted precision-runs. When machine effi- print. Behind the Moore man are: Moore’s 
ciency is impaired by faulty forms, your in- nation-wide manufacturing facilities and 
vestment is multiplied through costly delays product leadership. BUILD CONTROZ WITH... 





MOORE BUSINESS FORMS 


Moore Business Forms Ltd. « Montreal « Toronto « Winnipeg + Vancouver + Over 300 offices and factories in North America. 
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more, and there has resulted a drain 
on the accounting profession from all 
sides. 

The problem of increased work 
combined with less well-trained and 
often greatly reduced staffs must in 
the office of the accountant be met 
with greater efficiency of organization 
—cutting down of waste time, careful 
supervision of audit programs, and 
when every other possible thing has 
been done, greatly increased over- 
time. 

Senior members of the profession 
who have been looking forward to re- 
ducing their labours and responsibili- 
ties have had to turn their minds back 
and take on the struggle with increas- 
ed tax problems and more compli- 
cated working papers. Mr. Chips has 
come into his own again. 

November 1941 


One of the criteria for professional 
status is that the practitioner should 
be called upon to exercise his judg- 
ment; a professional man does not 
follow mere formulae in the course of 
his work. The highest order of judg- 
ment required of him is the ability to 
diagnose cases. The lawyer has to 
decide whether a case is worth taking 
to court; the surgeon has to decide 
whether to operate and, perhaps more 
important, where to operate; the den- 
tist has to decide whether to extract 
or fill. The professional accountant 
has had for some time to diagnose 
cases in deciding how much detailed 
checking is required in the face of 
the system of internal controls operat- 
ing within the client’s business. In 
addition, the public accountant is now 
consulted for his opinion on business 
matters relating to office organization 
and efficiency, and also on high-level 
business policy. 

November 1953 
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‘Our National model 34 has 
increased our efficiency 15%’’ 


writes Mr. W. H. Smith of Snyder’s Limited, Waterloo, manufacturers of 
living room furniture. 


“As you well know, the record keeping of a manufacturing company is extensive and 
varied, and the utmost in flexibility is demanded from accounting equipment. 


“In one writing, our National Model 34 Typewriter Accounting Machine produces a 
Sales Journal, a Salesman’s Commission Statement, Sales Analysis and a Customer’s State- 
ment and Ledger with a To Date Sales Total for each customer. 


“In addition to the above, the purchase and payroll records are processed most efficiently 
with all records being produced in one writing. 


“Members of our own staff were trained in a very short time to utilize the Model 34. 
The programming includes many automatic checks to assist the operator in localizing, 
finding and correcting errors quickly and easily. 

“We have used mechanical equipment for many years and are aware of the savings they 
produce. The purchase of the Model 34, however, increased our efficiency by 15% over 
the previous installation. 

“National’s versatility and mechanical ruggedness have contributed much to reducing the 
man-hours needed to produce our accounting records. The assistance rendered by your 
systems men and the prompt response of your service department, when occasion demands, 
is particularly gratifying, and our work progresses continuously and smoothly as a result. 
“We would heartily recommend the investigation of National equipment to any firm that 
is considering a change from their present methods.” 


There’s a National system which will increase efficiency in your 
business. For a demonstration and further information, call your 
local National representative. Look in the yellow pages of your 
telephone book under ACCOUNTING MACHINES: NATIONAL. 


282-R 


THE NATIONAL CASH REGISTER COMPANY OF CANADA LIMITED. HEAD OFFICE TORONTO SALES OFFICES IN PRINCIPAL CITIES 


mf @ 
A TM TANT TT MACHINES —ADDING MACHINES — CASH REGISTERS 
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NOTES AND 


Our Jubilee 


With this issue The Canadian 
Chartered Accountant celebrates its 
50th anniversary, the first issue having 
appeared in July 1911. We are hon- 
oured to reproduce a message from 
His Royal Highness, The Duke of 
Edinburgh, K.G. to mark the occasion. 


CICA Spring Council Meeting 


A number of policy decisions were 
made by the Institute’s Council at its 
spring meeting on May 28 at Minaki. 
Among the recommendations made 
by the Executive Committee and ap- 
proved by the Council were: 


@ The Institute’s delegation to the 
Eighth International Congress of 
Accountants to be held in New 
York City, September 23-27, 1962 
will be led by James W. Abbott, 
F.C.A. of Winnipeg and George 


W. Hudson of Moncton. 


T. A. M. Hutchison, F.C.A. of 
Toronto will deliver a paper and 
J. G. Duncan, F.C.A. of Toronto 
will act as vice-chairman of a tech- 
nical session at the congress. 


The Canadian delegation, on be- 
half of the profession in Canada, 
will invite the congress to meet in 
Toronto in 1967, the 100th anni- 
versary of Confederation. 


If the invitation is accepted, the 
planning committee for the ninth 
congress will be under the chair- 
manship of J. G. Duncan, F.C.A. 
of Toronto, immediate past presi- 
dent of the Institute. 


D. R. Lukin Johnston, F.C.A. of 
Vancouver will represent the In- 
stitute at the Sixth Inter-American 
Accounting Conference in New 
York City, September 28-29, 1962. 
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COMMENTS 


@ Official Institute delegates to the 
Third Asian and Pacific Account- 
ing Convention which is expected 
to be held in October 1962 in 
Tokyo will be H. I. Ross of Mont- 
real and R. D. Thomas, CICA 
executive secretary and director 
of research. 


Institute Coat of Arms 


Council approved an Executive 
Committee recommendation that the 
College of Heralds be asked to de- 
sign armorial bearings for the Insti- 
tute to replace the present crest which 
has been in use since incorporation 
and which has never been registered. 


Official French Name 

It was approved that the official 
French name of the Institute be 
L’Institut Canadien des Comptables 
Agréés. 
Public Relations 

After a lengthy discussion, the re- 
port of the public relations commit- 
tee, which included a recommenda- 
tion that the Institute should employ 
a full-time public relations officer, was 
tabled with the request that the com- 
mittee attempt to resolve differences 
as to a national public relations pro- 
gram and report back within a year. 


Fee Increase 


A proposal for a new fee structure 
of the Institute was deferred pending 
more experience with the costs of the 
continuing education program and the 
results of the efforts of the public re- 
lations committee to reach a decision 
on extended public relations activi- 
ties. 


Long-Range Objectives 

Council unanimously approved the 
appointment of a 3-man special com- 
mittee under the chairmanship of J. 


Continued on page 12 











WE CAN TELL YOU HOW TO RETIRE A LITTLE RICHER 


It is being done every day, using INVESTORS retirement services. 
There are three basic plans, each of which can be registered for tax 
exemption. The first is an absolutely guaranteed fixed-interest plan, 
solid as bedrock. The second plan is a managed selection of high- 
grade securities — promising as the future of Canada. The third 
is a combination of the first and second — of bedrock and long- 
term growth. May we tell you more about these INVESTORS 


retirement services? 


The Man from Investors can be your 


best friend financially. Just look up i nves tors 


Investors Syndicate of Canada in the 
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white pages of your phone book. Call iSYHaIGCAtCG 

our nearest office and ask for infor- 1OrF CANADA, LIMITED 

mation on “Registered Retirement  jecg ostice: Winnipeg Offices in Principal Cities 
Plans.” No obligation. 











It’s Pre-POSTCHAIR-ous ! 


. .. To sit and suffer when a Grand & Toy 
Posture Chair can support you in relaxed, 
work-easy comfort. 





Yes, Grand & Toy has special posture chairs 
for everybody, from factory workers to 
executives. Posture Chair shown is W52- 
1231, price $48.00. 

See our catalogue or visit displays at— 


8 Wellington W. The Centre 
Toronto Hamilton 


GRAND & 


Ce ee ee 


oN 


OFFICE SUPPLIES - PRINTING = BUSINESS FURNITURE 





Ke 


TORONTO - HAMILTON 





Continued from page 10 


R. M. Wilson, F.C.A. of Toronto to 
study the long-range objectives and 
organization of the Institute. The 
Executive Committee, in making the 
recommendation, pointed out that in 
view of the changing responsibilities 
which the Institute is being asked to 
undertake, the terms of reference 
would be sufficiently broad to enable 
the committee to review the Insti- 
tute’s objectives, functions, responsi- 
bilities, powers and organization and 
make recommendations not only in 
these areas but in any others which 
it feels desirable or necessary. The 
two other members of the committee 
are W. C. Chick of Hamilton and 
J. A. D. Craig, F.C.A. of Toronto. 


Committee Chairmen 


Council approved a recommenda- 
tion of the Executive Committee that, 
in future, committee chairmen report 
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before each regular Council meeting 
on the activities of their committees. 
The following committee chairmen 
were appointed for the 1961-62 year: 
Accounting & Auditing Research— 
J. R. Church. 
Annual Conference — W. I. Hether- 
ington. 
Companies Act — G. P. Keeping. 
Magazine & Publications — W. G. 
Ross. 
Taxation — L. J. Smith. 
Public Relations — R. D. Mackenzie. 
Continuing Education — C. C. Mac- 
kechnie. 
Uniform Code of Ethics — Alex 
Ballentyne. 
Provincial Institutes’ Committee on 
Education and Examinations — 
R. N. A. Kidd. 
Board of Examiners-in-Chief — V. 
Houghton. 
Long-Range Educational Planning— 
P. S. Leggat. 


C.A. is Governor-General 

The newlv appointed Governor- 
General of Australia is a chartered 
accountant. He is Rt. Hon. The 
Viscount de L’Isle, V.C., P.C.. F.C.A.., 
a member of the Institute in England 
and Wales. 


Eighth International Congress 

It is now estimated that between 
4,000 and 5,000 persons will attend 
the Eighth International Congress in 
New York in September 1962. The 
plenary sessions will include ad- 
dresses by leaders in the world of in- 
ternational industry, and ten or more 
technical sessions will be organized 
at which accountants from 30 coun- 
tries will present papers. Small dis- 
cussion groups of 25 persons will 
gather informally to consider the ma- 
terial presented at the technical ses- 
sions. 

Organized entertainment includes 
a concert by the Philadelphia Sym- 


Continued on page 14 











A NEW SOURCE OF 
WORKING CAPITAL FOR 
CANADIAN BUSINESS AND INDUSTRY 


“Ty 


INDUSTRIAL-TALCOTT LIMITED 


A Partnership of Two Great Names in Finance 
in Canada and the United States 
INDUSTRIAL ACCEPTANCE CORPORATION LIMITED and JAMES TALCOTT INC. 


Commercial Financing, Factoring, 


Equipment Leasing, Rediscounting 


The profitable utilization of additional working 
capital is limited only by the imagination and initi- 
ative of management. Industrial-Talcott Limited has 
been formed to give that initiative its fullest scope, 
by providing, for the first time on a national basis, 
working capital for all sections of Canadian industry. 

ITL welcomes the challenge of finding an accept- 
able solution to your working capital requirements. 


For a descriptive brochure on ITL services, write: 


INDUSTRIAL-TALCOTT LIMITED 


615 DORCHESTER BLVD., WEST * MONTREAL 2, QUEBEC ¢« UN 6-1941 
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show your clients 


HOW MUCH THEY 
CAN GAIN 
BY FACTORING 


Factoring the AETNA way costs 
less than you may think . . . and 
it offers your clients compelling 
advantages: 

e provision of funds when needed 
e additional working capital 

e reduction of clerical work 

e increased production and sales 
e greater profits 

e eliminating credit risks 

AETNA service is unique . . . com- 
prehensive . . . personal. Let us 
send you the complete story. Feel 
free to discuss specific clients’ 
problems with us. 


AETNA FACTORS 


CORPORATION LIMITED 


MONTREAL: 400 ONTARIO ST. W. — AV 8-5115 
TORONTO: 80 RICHMOND ST. W. — 364-0743 
EES Sh AC TR: TE, 
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Continued from page 12 

phony Orchestra at Carnegie Hall, 
sight-seeing trips in and near New 
York City, a formal opening reception 
and buffet supper, and a Grand Ball 
as the closing event. 

A registration fee of $40 will be 
charged for each person from outside 
the United States who registers at the 
congress. This will include the cost 
of the buffet supper, one luncheon for 
men and two for the ladies, and the 
Grand Ball, as well as tickets of ad- 
mission to all planned entertainment 
events. 


A list of hotel accommodations is 
being prepared and will be sent to 
all interested in September 1961 with 
a request that they make reservations 
early. 

Inquiries concerning the congress 
are invited and should be addressed 
to D. H. Lanman, Jr., secretary of the 
Organizing Committee, 270 Madison 
Avenue, New York 16, N.Y. Mem- 
bers of the Canadian Institute who 
are planning to attend the congress 
are earnestly requested to write to 
the executive secretary, 69 Bloor 
Street East, Toronto 5, Ontario, ad- 
vising him of their plans. 


Addresses Women Accountants 


On June 21, Gertrude Mulcahy, 
CICA research associate, addressed 
the Buffalo Chapter of the American 
Society of Women Accountants on 
“The Status of Women Accountants in 
Canada”. 


Continuing Education News 


Since his appointment at the begin- 
ning of May, P. F. Oliphant, CICA 
director of continuing education, has 
held meetings with the Continuing 
Education Committee of every Pro- 
vincial Institute. In June he address- 
ed the annual meetings of the four 
Atlantic Provinces Institutes. 
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YOUR TELEPHONE COMPANY... 
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key supplier of ever-wider horizons in communications 


Your familiar telephone is only a part of a communica- 
tions network that carries any thought in almost any form, 
almost anywhere — a complete communications system. 
Over the network go not only your voice but handwritten 
and typewritten messages, photographs, TV programs. 
Through it you can speak, write, see and control, instantly 
and accurately, across the street, across the continent 
or around the world. 


This network is at your command... for everything from 
the simplest Teletype to the most complex installation for 
data transmission. Soon your telephone company will be 
able to supply you with DATA-PHONE, an excitingly new 
and flexible service concept which enables business 
machines to ‘‘talk" to each other over regular telephone 
lines. DATA-PHONE is just one more in a continuing 
series of communication advances that can help you to 
speed up and streamline most of the operations that 
involve modern record controls used in business. 


For information on how you can put the telephone net- 
watk to work for you in new and greater ways, simply call 
your telephone company’s business office. A skilled, 


trained communications consultant will analyse and 
recommend on your needs without obligation. 





TRANS-CANADA (if(2> TELEPHONE SYSTEM 


Supplying ever-wider horizons in communications... 


Canada's ten provinces are linked through the facilities of the eight major 
Canadian telephone companies, providing the only complete nationwide 
telecommunications network for every communications need and con- 
necting with telephone companies throughout the continent and abroad. 


The Avalon Telephone Company, Limited — Maritime Telegraph and 
Telephone Company, Limited — The New Brunswick Telephone Com- 
pany, Limited — The Bel! Telephone Company of Canada — Manitoba 
Telephone System— Saskatchewan Government Telephones— Alberta 
Government Telephones — British Columbia Telephone Company. 


Purchasers and Distributors 


of Government, Municipal and 


Corporation Securities 


A.E. Ames & Co. 
Limited 


Business Established 1889 


TORONTO MONTREAL NEWYORK LONDON, ENG. VANCOUVER VICTORIA 
WINNIPEG CALGARY LONDON HAMILTON OTTAWA KITCHENER 
ST. CATHARINES OWEN SOUND QUEBEC’ BOSTON, MASS. 


If so, SUN LIFE OF CANADA can hel 
Are you a DOCTOR . you face an uncertain tomorrow. . 


ACCO U NTANT As a professional man, you have two problems: 
, 1) You are not likely to be under a regular 
pension scheme, and 2) your erg oy income 


EN G | N FE R a stops immediately upon your death. The Sun Life 


can solve both these problems. The proper life 
insurance eo can provide a retirement income 


LAWYER- for you, and protection for your family in the event 


of your death. 


or other If you are a member of a professional partnership, you 

will want to learn about Sun Life’s Partnership insurance, 

professional and the way it protects all members of a partnership— 

and consequently their families—in the event of death. 

man? Details are yours without obligation by just mailing the 
coupon below. 


218 Sun Life Building, Montreal 


Without obligation, please send me further particulars on Sun Life’s Partnership 
insurance. 
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ADDRESS 
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BUCKINGHAM PALACE 


There is no need for me to emphasize the vital function 
of the accountant in a modern industrial state. Industrial or 
commercial development would be quite impossible without the 
services of trained and intelligent as well as independent 
accountants. The business of government would never be able 
to achieve any degree of fairness or efficiency without the use 
of the most modern techniques of accountancy. 


This is all self-evident but it is worth remembering that 
in the end it all comes down to the professional competence, 
integrity and intellect of individual chartered accountants. 


For fifty years this Journal has been trying to help 
chartered accountants in their work and in that period it has made 
a notable contribution to the development of the profession. 


Iam very pleased to have this opportunity to send my 
congratulations to the Journal on its fiftieth anniversary and to 
wish it continuing success in the years ahead. 


( 








By the EDITOR 


AFTER FIFTY YEARS 


A Heritage and a Challenge 


Wun THis issuE The Canadian Chartered Accountant begins its 
second half century of continuous publication, a distinction that 
has been achieved by few Canadian journals. To anyone reviewing 
this large amount of writing, it will be seen that we have had to find 
competent authors in the thousands, in order to produce a large body 
of technical material reflecting the growth of the profession as it has 
developed and matured; and in recent years, articles on a wide range 
of subjects of interest to an expanding circle of readers in manage- 
ment have also been published. 


From its beginning the magazine has had seven Editors. Three 
were chartered accountants, G.U. Stiff (1911-1916), Austin H. Carr 
(1932-1942) and R. F. Bruce Taylor (1946-1948). The second in 
succession, W. J. Valleau (1916-1932), was a business man who com- 
bined the duties of Editor with those of Registrar of the Institute of 
Chartered Accountants of Ontario; W. A. McKague (1943-1946) 
was a consulting economist; M. I. Pierce (1948-1954) a lawyer, and 
the present incumbent has a background of business and authorship. 
Each brought fresh leadership to the position and upheld the words 
of the founders that “Having been born, we shall live as long as any 
fight remains in us and we believe that means a long time”. From 
a few hundred subscribers in 1911 our circulation has risen to nearly 
20,000, and it can be assumed that we have many thousands of ad- 
ditional readers. 

When Volume I, No. 1 was published, a subscription to The 
Canadian Chartered Accountant was a dollar a year, and for that sum 
the readers were provided with four issues a year of 32 pages each. 
This was the era when an announcement regarding the annual confer- 
ence in Montreal suggested that, for those who could spare the time, 
the Richelieu and Ontario boat service from Toronto provided a 
“charming way of travel” and that by taking a steamer from Toronto 
in the early afternoon, Montreal was reached the next evening. The 
Canadian Institute of Chartered Accountants at that time had 246 
members and the Institute of Chartered Accountants of Alberta, which 
had received its incorporation seven months earlier, proudly an- 
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nounced in this first number that it had a membership of 13 account- 
ants. History also bids us remember that, according to an advertise- 
ment inserted in this issue, the King Edward Hotel in Toronto was 
the only fireproof hotel in the city. Similarly, a Letter to the Editor 
discussing the fee structure for junior and senior assistants suggested 
$3 to $6 a day for juniors, and $7.50 to $12.50 for seniors, based on 
a 42-hour week. It was in this first number, also, that the aims of 
the magazine were clearly defined. “With the birth of The Canadian 
Chartered Accountant”, so runs the foreword, “a new opportunity 
comes to the chartered accountants of Canada. Spread as they are 
across half a continent, means of inter-communication are essential. 
Our pages will be open for discussion, for news and for any other 
purposes tending to bring the members more closely in touch with 
one another, and strengthening our usefulness to ourselves and to the 
public.” 


In this fiftieth anniversary number we have held to our tradi- 
tional aims. Instead of writing about the past, we have felt it to be 
more appropriate to publish a selection of material written by some 
of the leaders in the profession which, taken together, would best 
represent their views on the larger role that the chartered accountant 
is now being called upon to fill in the world economy. This, if it were 
read fifty years from now, would give the reader a good idea of the 
vigour, breadth of interest, and standing of the chartered accountant 
today and his expanding opportunities for tomorrow. 


















An anniversary issue deserves content worthy of such a special 
occasion and it is, indeed, an honour and significant of his wide in- 
terests that His Royal Highness, The Duke of Edinburgh, has sent us 
a message for publication. 


Of our nine articles, two — auditing and professional education— 
would have found a place in the early numbers of our journal. Their 
scope, however, would have been far narrower. While the core of 
the auditor’s report remains today, as yesterday, the expression of his 
professional opinion, successive Companies Acts have greatly extended 
the range of matters to be reported upon and defined them with 
greater exactitude. The increasing complexity of machine accounting, 
and particularly the use of electronic machines, will add to the prob- 
lems of the auditor and the techniques he employs, and T. A. M. 
Hutchison, F.C.A. has written for us on this subject. It is very evi- 
dent, also, that the last half century has been notable for the way in 
which the duties of the chartered accountant have widened, and C. 
L. King, F.C.A. deals with this topic in relation to education and 
professional training. The tasks of the chartered accountant have 
steadily increased in scope and those responsible for professional 
education have not been unmindful of the need to keep its facilities 
for training in line with new requirements. Not only will the em- 
phasis be placed shortly on providing professional courses for prac- 
tising chartered accountants so as to increase their technical knowl- 
edge and skill, but it has also been recommended that after 1969 a 
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university degree should be required of all who want to become 
chartered accountants. 


For an article on the accountancy profession and its relation to 

government, we asked for a contribution from Walter L. Gordon, 

F.C.A. who in 1955 was appointed chairman of the Royal Commis- 

| sion on Canada’s Economic Prospects, and in view of the recent ap- 

| pointment of J. Grant Glassco, F.C.A. as chairman of the Royal Com- 

mission on Government Organization, we were fortunate in prevailing 
| on him to write on the accountant in management. 


Reference has already been made to the increased responsibilities 
of the chartered accountant today. In the field of management ac- 
counting there are many opportunities for cooperation with specialists 
in other aspects of management, and James J. Macdonell, F.C.A. cov- 
ers this in his contribution on management consulting. 


On taxation and the practising accountant we sought out Camp- 
bell Leach, C.A.; we asked Maurice Samson, C.A. of Quebec City to 
| contribute an article in French for the French-speaking members of 
the profession, and we invited Frank S. Capon, C.A. to interpret the 

role of the accountant in explaining the profit motive in our society. 
John A. Wilson, F.C.A., president of the Canadian Institute of Chart- 
ered Accountants, whose recent extensive travels have provided 
many contacts with the profession in other countries, was the logical 
choice to write on the accountant in public practice, and he traces 
the growth of the profession and reviews some of the services where 
the chartered accountant can be of help to business and government. 


In today’s contracting world, private enterprises have succeeded 

‘in spreading their interests to an increasing extent beyond the borders 

of their own countries and, in consequence, the accounting profession 

in Canada and elsewhere will be confronted more and more with 

problems which necessitate close study of some of the differences in 

their accounting function. This is bound to lead to closer interna- 

! tional understanding and cooperation between accountants, and it is 

safe to say that the profession in Canada stands ready to adapt 
itself to the conditions of the age. 


During the past half century seven Editors in succession have 
maintained a policy of clearly marking out, through the printed word, 
the course of the profession’s progress and growth. We are confident 
that those who come after us will prove more than equal to the chal- 
lenge. 





Par le REDACTEUR 


APRES CINQUANTE ANS 


un Heritage et un Defi 


Dosw: LE PRESENT NUMERO, The Canadian Chartered Accountant 
entreprend son deuxiéme demi-siécle de publication continue, un 
honneur que possédent bien peu de revues canadiennes. Quiconque 
considére cet amas de textes se rendra compte que nous avons da 
trouver des auteurs compétents par milliers, pour en arriver 4 produire 
cette masse considérable de documentation technique reflétant la crois- 
sance de la profession au fur et 4 mesure de son développement. On 
pourrait ajouter que, au cours des derniéres années, les articles 
publiés ont abordé un grand nombre de sujets susceptibles d'inté- 
resser un cercle toujours plus étendu de lecteurs. 


Depuis ses origines, la Revue a connu sept rédacteurs. De ce 
nombre, il y eut trois comptables agréés, G. U. Stiff (1911-1916), 
Austin H. Carr (1932-1942) et R. F. Bruce Taylor (1946-1948). 
Le second rédacteur, W. J. Valleau (1916-1932), était un homme 
d’affaires qui cumulait les fonctions de rédacteur et de secrétaire de 
l'Institut des Comptables Agréés de YOntario; W. A. McKague 
(1943-1946) était économiste-conseil; M. I. Pierce (1948-1954) 
était avocat, alors que le présent titulaire a déja été mélé aux affaires 
et a exercé le métier d’écrivain. Chacun a apporté un regain de 
vitalité 4 la direction de la Revue et a su réaliser les paroles des 
fondateurs qui disaient: “Une fois nés, nous vivrons aussi longtemps 
que nous serons animés de l’esprit de combat et nous croyons, par 
conséquent, que cest pour longtemps”. A partir de quelques cen- 
taines d’abonnés en 1911, notre tirage s’est élevé A prés de 20,000 
exemplaires et nous pouvons présumer que nous avons plusieurs 
milliers de lecteurs additionnels. 


Lors de la publication du premier numéro, un abonnement a 
The Canadian Chartered Accountant cottait $1.00 par année, et les 
lecteurs obtenaient pour cette somme quatre numéros par an de 32 
pages chacun. C’était a l’époque ot une annonce au sujet du congrés 
annuel 4 Montréal suggérait, pour ceux qui en avaient le temps, que 
le voyage 4 bord du Richelieu et de Ontario était tout a fait char- 
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mant et que, en prenant le bateau 4 Toronto au début de I'apres-midi, 
ils arriveraient 4 Montréal le lendemain soir. L’Institut Canadien des 
Comptables Agréés comptait, 4 ce moment-la, 246 membres et I'In- 
stitut des Comptables Agréés de l’Alberta, qui avait été constitué en 
corporation sept mois plus tét, annongait fiérement, dans ce pre- 
mier numéro, qu'il comptait maintenant 13 membres. C'est dans 
ce premier numéro que !’on retrouve une claire définition des buts de 
la Revue. “Avec la naissance de The Canadian Chartered Account- 
ant, nous dit Tavant-propos, une nouvelle chance est offerte aux 
comptables agréés du Canada. Eparpillés comme ils le sont, a travers 
la moitié d'un continent, les moyens de communication leur sont 
essentiels. Nos pages leur seront accessibles pour toute discussion, 
toute nouvelle et toute autre fin visant 4 mettre les membres en com- 
munication plus étroite les uns avec les autres, et 4 renforcer notre 
utilité envers nous-mémes et le public.” 


Dans ce numéro du cinquantiéme anniversaire, nous nous en 
sommes tenus 4 nos buts traditionnels. Au lieu de nous étendre sur 
le passé, nous avons cru qu'il serait plus approprié de publier un 
choix de textes écrits par des membres éminents de la profession, dont 
Yensemble représenterait le mieux leurs idées sur le réle plus étendu 
que le comptable agréé est maintenant appelé a jouer dans lécono- 
mie mondiale. Dans cinquante ans diici, ceci pourrait donner aux 
lecteurs une bonne idée de la vigueur, du champ diintérét et de la 
stature du comptable agréé d’aujourd’hui et des possibilités croissantes 
qui s’offrent a lui pour l'avenir. 


Un numéro anniversaire doit se montrer a la hauteur des circons- 
tances par son contenu, et c’est assurément un honneur, ainsi qu’un 
signe de l’étendue de son intérét, que son Altesse Royale le duc 
d’Edimbourg nous ait fait parvenir un message, que nous sommes 
heureux de publier. 

Sur nos neuf articles, deux — vérification et enseignement pro- 
fessionnel — auraient trouvé place dans les premiers numéros de la 
Revue. Leur portée, cependant, aurait été beaucoup plus restreinte. 
Bien que le coeur du rapport du vérificateur demeure, aujourd’hui 
comme hier, l’expression de son opinion professionnelle, une série 
de lois sur les compagnies est venu augmenter considérablement 
létendue des matiéres qui doivent faire objet du rapport, et les 
définir avec plus de précision. La complexité croissante de la comp- 
tabilité mécanisée et, en particulier, ’emploi de machines électro- 
niques accroitront les problémes du vérificateur et Yobligeront a re- 
courir 4 d’autres techniques; c’est de ce sujet que traite Monsieur T. 
A. M. Hutchison, F.C.A. II est aussi trés évident que le dernier 
demi-siécle se signale par la fagon dont les fonctions du comptable 
agréé se sont développées et Monsieur C. L. King, F.C.A. aborde ce 
sujet en rapport avec l’enseignement et la formation professionnelle. 
Le champ d’action du comptable agréé n’a pas cessé de s’étendre et 
ceux qui sont chargés de lenseignement professionnel n’ont pas été 
sans penser a la nécessité d’adapter constamment leurs méthodes de 
formation aux nouveaux besoins. Non seulement vise-t-on a offrir 
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prochainement des cours professionnels aux comptables agréés en 
exercice, afin de leur permettre d’augmenter leurs connaissances et 
leur habileté techniques, mais il a aussi été recommandé que, a 
compter de 1969, un degré universitaire soit requis de tous les candi- 
dats a la profession. 

Nous désirions un article sur la profession de comptable et ses re- 
lations avec le gouvernement, et nous nous sommes adressés pour cela 
a Monsieur Walter L. Gordon, F.C.A. qui, en 1955, fut nommé prési- 
dent de la Commission royale d’enquéte sur les perspectives écono- 
miques du Canada. Etant donné la récente nomination de Monsieur 
J. Grant Glassco, F.C.A., comme président de la Commission royale 
d’enquéte sur l’organisation gouvernementale, nous avons eu la bonne 
fortune d’obtenir un article de lui sur le comptable dans ladministra- 
tion. 

On a déja dit un mot de l’accroissement des devoirs du comptable 
agréé d’aujourd’hui. Dans le domaine de la comptabilité adminis- 
trative, il existe plusieurs occasions de collaborer avec des spécialistes 
en dautres secteurs de l’administration, et Monsieur James G. Mac- 
donell, F.C.A. aborde ce sujet dans son article sur la fonction de con- 
seiller en administration. 

Sur le sujet de limpét et le comptable en exercice, nous avons 
déniché Monsieur Campbell Leach, C.A.; nous avons demandé a 
Monsieur Maurice Samson, C.A. de la ville de Québec, de rédiger 
un article en francais pour les membres de langue francaise de la 
profession, et nous avons invité Monsieur Frank S. Capon, C.A. a 
interpréter le réle du comptable en expliquant la motivation du profit 
dans notre société. Monsieur John A. Wilson, F.C.A., président de 
l'Institut Canadien des Comptables Agréés, était, grace 4 ses récents 
voyages qui lui ont permis de prendre contact avec la profession 
dans d’autres pays, un choix tout indiqué pour traiter du comptable 
dans Yexercice de sa profession; il nous trace un portrait de la crois- 
sance de la profession et repasse quelques-uns des services que le 
comptable agréé est en mesure de rendre aux enterprises et aux 
gouvernements. 

Dans le monde des affaires d’aujourd’hui, les entreprises privées 
ont réussi a étendre de plus en plus leurs intéréts au dela des frontiéres 
de leur propre pays et, de ce fait, la profession de comptable, au Cana- 
da comme ailleurs dans le monde, aura, de plus en plus, 4 faire face a 
des problémes exigeant une étude attentive des différences au sein de 
la fonction comptable. Cela conduira nécessairement a une meilleure 
comprehension et 4 une collaboration plus étroite entre comptables 
sur le plan international, et nous pouvons dire, sans danger, que la 
profession au Canada est préte 4 s’adapter aux conditions de son 
temps. 

Au cours du demi-siécle dernier, les sept rédacteurs qui se sont 
suivis ont eu a coeur de marquer clairement, par des écrits, les étapes 
du progrés et de la croissance de la profession. Nous avons confi- 
ance que ceux qui nous suivront sauront relever le défi avec honneur. 
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The Accountant in Public Practice 


JOHN A. WILSON, F.C.A. 


History TELLS us that most profes- 
sions had very lowly beginnings and 
that in most cases they have grown 
as their needs have increased and 
as technical advances have added to 
their ability to render valuable ser- 
vices. This is certainly true of the 
accounting profession. 


The practice of bookkeeping and 
the preparation of written records 
of business transactions in various 
parts of the world can be traced back 
many hundreds of years, but the type 
of work of which we think in des- 
cribing public accounting does not ap- 
pear to have had much status before 
the middle of the 19th century. Evi- 
dence of the growing awareness of 
public accountants is found in the 
formation of the “Accountants of Edin- 
burgh” under Royal Charter in 1854, 
and the Institute of Accountants and 
Auditors in 1855. It is noted that the 
Institute of Chartered Accountants in 
England and Wales was organized 
in 1880. 

In Canada, with the steady flow 
of capital and people from the British 
Isles, it is only natural that its ac- 
counting profession should be born 
in a form similar to that of Great 
Britain. The first organization was 
the Institute of Accountants and Ad- 
justors, later in 1883 incorporated as 
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the Institute of Chartered Accountants 
of Ontario. However, the first in- 
corporated body of accountants in 
Canada was the Institute of Char- 
tered Accountants of Quebec, origin- 
ally known as the Association of 
Accountants in Montreal. With the 
exception of New Brunswick, Prince 
Edward Island and Newfoundland, 
the remaining Provincial Institutes of 
Chartered Accountants have all been 
in existence for over 50 years. 


Organization of the Profession 


Organization of the profession on 
a national scale took place in 1902 
when the Dominion Association of 
Chartered Accountants was incorpor- 
ated by Act of Parliament. In 1951 
the name was changed to the Cana- 
dian Institute of Chartered Account- 
ants. This national institute has been 
very useful in bringing together the 
views of the Provincial Institutes for 
the purpose of reconciling differences 
between the requirement regulations 
of these bodies. 

The Provincial Institutes are com- 
pletely autonomous and have full au- 
thority over matters relating to their 
members including admission, discip- 
line and fees. By cooperation through 
the Canadian Institute, however, a 
great deal of uniformity has been 
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achieved in the requirements for ad- 
mission, rules of conduct, reciprocal 
memberships and similar problems. 


The Canadian Institute was de- 
signed to be a coordinating not a 
controlling body. It has acted through 
the years as a means of bringing to- 
gether the Provincial Institutes’ re- 
presentatives to compare notes and 
agree on matters of principle where 
it is desirable to maintain uniform 
standards of practices in all provinces. 
Out of this, one of the most important 
developments has been the adoption 
of uniform examinations for the in- 
termediate and final examinations 
throughout Canada. This is made pos- 
sible through the Provincial Institutes’ 
Committee on Education and Exami- 
nations, composed of representatives 
of the Provincial Institutes and the 
Board of Examiners-in-Chief which 
is a sub-committee of this body. The 
committee determines the syllabus to 
be covered by the uniform examina- 
tions and gives the Board of Ex- 
aminers-in-Chief broad instructions as 
to methods of examining students. 


The affairs of the Canadian In- 
stitute are governed by a Council of 
27 members. Each province appoints 
two representatives to the Council. 
In addition, there are seven members 
of the Executive Committee, who are 
also members of Council. The right 
to nominate each member of the 
Executive Committee rotates from 
province to province with the excep- 
tion that the smaller Institutes do not 
have a nomination in each year, this 
right being shared with one or more 
other Institutes. Thus, the cycle of 
nomination covers a six-year period, 
and the larger Institutes have, for 
instance, the right to nominate the 
president once every six years. Usual- 
ly two meetings of Council are held 
each year, one in the spring and one 


immediately prior to the annual fall 
conference and annual meeting. 


In addition to education and ex- 
aminations the Canadian Institute has, 
from time to time, at the request of 
Provincial Institutes, taken on an in- 
creasing load of responsibility relat- 
ing to the profession as a whole. This 
is only natural as the profession de- 
velops into a more unified group, as 
increased speed in transportation and 
communications breaks down the geo- 
graphical barriers, and as it becomes 
apparent that in many things efforts 
on a national scale can be more ef- 
fective than uncoordinated individual 
efforts of ten Institutes. 


This has had a marked effect upon 
the staff and organization of the Cana- 
dian Institute of Chartered Account- 
ants. In 1931 the secretary of the 
Institute used the staff and facilities 
of the Ontario Institute. Today, there 
are 16 on the staff of the Canadian 
Institute of Chartered Accountants, 
and it is likely that this will be ex- 
panded to around 20 within a year. 


Membership 

The following brief summary gives 
some indication of the growth which 
has taken place in the numbers of 
chartered accountants: 


Year Membership 
1907 66 
1929 1,291 
1939 2,327 
1946 2,918 
1961 9,721 


It will be seen that the greatest 
growth has taken place in the years 
following World War II when it 
might be said that the public ac- 
counting profession really came of 
age and geared itself to cope with 
the greatly increased demands of in- 
dustry, finance and government, due 
not only to increased business ac- 
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tivity in Canada but to the ever grow- 
ing complications of taxation and 
finance. 


Education and Qualifications 

It is important to note that in meet- 
ing the demand for greatly increased 
numbers in the profession, the mem- 
bers of the Canadian Institute of 
Chartered Accountants continued to 
improve their standards. Qualification 
for membership in the Provincial In- 
stitutes, as far as education and train- 
ing go, is generally similar in charac- 
ter, with, of course, one important 
vardstick, the uniform final examina- 
tions for all of Canada. There are 
some variations between provinces as 
to senior and junior matriculation and 
some differences as to the amount of 
credits given for a university degree 
in commerce or other subjects. Some 
of these differences can be explained 
by recognition of differences in these 
provinces in the content of the train- 
ing included at certain educational 
levels. 


Joun A. Watson, F.C.A. is president 
of the Canadian Institute of Char- 
tered Accountants and a senior part- 
ner of Touche, 
Ross, Bailey & 
Smart. He is also a 
director of Payne, 
Ross Ltd. From 
1946 to 1951 he 
held various offices 
including that of 
president of the 
Institute of Char- 
tered Accountants of Ontario, and 
from 1951 to 1956 he was a Governor 
of the Canadian Tax Foundation. He 
served as chairman of the Foundation 
in the year 1955-56. He was elected a 
Fellow of the Institute of Chartered 
Accountants of Ontario in 1947. 





With the changing times, involving 
the greater use of mechanical and 
electronic aids in business, and the 
emphasis on higher education, all of 
which have an important influence on 
the work of the chartered accountant, 
the Canadian Institute realizes the 
necessity for studying, on a long-range 
basis, the future requirements, from 
an educational point of view, of 
people entering the profession. There 
is, at present, an important committee 
report under consideration which re- 
commends moving in the direction 
of requiring a university degree be- 
fore embarking upon the further steps 
required to become a chartered ac- 
countant. If this is adopted, it will 
mean moving further in the direction 
of working closely with the univer- 
sities to cooperate in developing gra- 
duates who will make good chartered 
accountants. The universities have 
shown themselves willing and able 
to render great assistance in the de- 
velopment of our professional people. 


Bilingual Accounting 


The influence of the French-speak- 
ing population of the Province of 
Quebec has made itself felt in public 
accounting in Canada. Much of our 
educational material is produced in 
both languages, and the uniform ex- 
aminations are written in French as 
well as English. Many public com- 
panies present their annual reports, 
including the financial statements, in 
both French and English. It is es- 
timated that approximately 10% of 
the membership of the Canadian In- 
stitute of Chartered Accountants use 
French as their native language. 


Nature of Professional Activities 

The following quotation taken from 
the 1910 Year Book is interesting. “We 
are called in to organize businesses, 
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we are called in to audit, then we 
are called in when they are sick to 
devise schemes and methods whereby 
these businesses may be taken over 
difficult times, and turned into pros- 
perous paths, and again how often are 
we called in to wind up businesses 
that are dead; and last, but not least, 
it is often the duty of many of us 
to weld different businesses together 
into those great amalgamations and 
mergers which seem to be the order 
of the day.” 

The same quotation might well 
apply today. What is so different is 
the manner of the doing. Those “great 
amalgamations and mergers” referred 
to in 1910 would seem very small and 
uncomplicated measured against the 
amalgamations and mergers which 
took place in the 1920-31 era and 
would suffer even more by compari- 
son with mergers which have taken 
place during the last decade. Those 
of recent years have been made even 
more complicated bv our difficult tax 
structure. 

The two principal areas in which 
the greatest changes may be ob- 
served are in auditing and in what 
are known as management services. 


The basic purpose of auditing has 
not changed materially in that it is 
still, for the most part, carried out 
with the object of reporting to the 
shareholder owners of business enter- 
prises on the financial position at the 
end of the financial year. One im- 
portant development is the accept- 
ability of the “test audit” and the ac- 
companying recognition that the audi- 
tor’s chief concern is not with the 
detection of fraud but with the ac- 
curacy and acceptability of the 


amounts and descriptions of the items 
appearing on the balance sheet and 
fair reporting of the results for the 
vear, all including consideration of 


adequacy of disclosure and the use 
of proper accounting methods. He 
depends to a great extent upon in- 
dependent analyses and a thorough 
review of methods and procedures, 
supplemented with suitable tests of 
the transaction, rather than a detailed 
checking of the entries in the book. 
He is more concerned with ensuring 
that the client maintains a system 
of internal control which, if properly 
supervised, should be a better safe- 
guard against fraud than the checking 
of transactions. This does not mean 
that the auditor does not disclose 
defalcations. These are frequently 
brought to light. Another develop- 
ment since the 1910 statement is the 
increased responsibility taken in con- 
nection with inventories and accounts 
receivable. 


Chartered accountants in Canada 
have had an important influence upon 
the extent and nature of financial 
information provided to shareholders 
and others by corporations. Their ad- 
vice has been sought when the legis- 
lation governing the requirements for 
annual reports of corporations and 
the issue of prospectuses has been 
in the course of revision. They have, 
also, through their continuous re- 
search, developed a degree of uni- 
formity in financial reporting designed 
to keep pace with modern-day re- 
quirements of the public. This has 
been brought about more by accept- 
ance by the professional accountants 
of the responsibility for informative 
corporate reporting than by the de- 
velopment of detailed rules and regu- 
lations. The profession has shown it- 
self responsive to suggestion and ex- 
ample. 


Various Kinds of Specialization 
The increase in complexities of 
business and finance arising out of the 
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growth of our country, in terms of 
industrialization, and the very signi- 
ficant toll taken in the various forms 
of government taxes have brought 
about in the profession the develop- 
ment of various types of specialists. 
Many firms have individuals, part- 
ners or otherwise, and some have re- 
latively large departments, to deal 
with taxation matters to the exclusion 
of all other professional work; some 
become specialists in insurance fire 
loss claims; others may concentrate 
on one particular industry to a greater 
extent than others. Perhaps the most 
spectacular type of specialization, 
outside of taxes, is in the consulting 
field. 

The development of management 
services or management consulting 
has occurred as the demand for ad- 
ditional services has increased. Char- 
tered accountants have always been 
looked upon as advisers to their clients 
in many matters not strictly related 
to auditing. These included financial 
reorganization, accounting systems 
and special studies of varying types. 


With the advent of mechanical and 
electronic accounting aids as well as 
the many new techniques in provid- 
ing decision-making material for man- 
agement, it became necessary to train 
the staff of the public accountant in 
certain specialized directions, and 
even to employ people who are not 
accountants, such as engineers, mar- 
keting research people, personnel 
consultants and others. This has de- 
veloped to the point now where some 
of the accounting firms have special 
departments for providing these ser- 
vices. Some operate in conjunction 
with management consulting firms 
which may be partly or wholly con- 
trolled by the accounting firm. In 
recognition of this, some of the Pro- 
vincial Institutes have altered their 
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by-laws to permit separate partner- 
ships or corporations to be set up as 
consulting firms, provided they work 
within the rules of professional con- 
duct. 

The quotation from the 1910 Year 
Book also referred to winding up 
businesses that are dead. Acting as 
receiver or trustee-in-bankruptcy has 
continued to be an important function 
of our profession in Canada. Many 
chartered accountants and some non- 
chartered accountants hold licences 
as trustees-in-bankruptcy authorizing 
them to accept this responsibility. 
The work is specialized and requires 
experience and judgment. Contrary 
to being solely an undertaker, the re- 
ceiver makes every effort to find 
means of rebuilding the business and 
saving it from bankruptcy. 

Chartered accountants in Canada 
have been actively engaged in taxes 
since they became a major problem. 
The Canadian Institute has a taxation 
committee drawn from a number of 
provinces which annually, in conjunc- 
tion with the Bar Association, pre- 
sents a brief to the Minister of Fi- 
nance on suggested changes in the 
law and regulations. In addition, 
the Canadian Institute, jointly with 
the Canadian Bar Association, spon- 
sors the Canadian Tax Foundation. 
This is a non-profit organization fi- 
nanced by subscriptions from the 
business community. Its purpose is 
to carry on continuous independent 
research on taxation and other fiscal 
matters. It is held in high esteem by 
both government and business. 

There was a time when few, if 
any, chartered accountants served on 
government commissions. In recent 
years, a number of important Royal 
Commissions, both federal and pro- 
vincial, have been headed up by 
chartered accountants. 
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Licensing and Other Public 
Accountants 

For the most part, the references 
up to this point have been to chart- 
ered accountants. This is natural 
since all chartered accountants are, 
in the first place, trained as public 
accountants in practice, although it 
is true that of the 9700 members of 
the Canadian Institute of Chartered 
Accountants only 53% are in public 
practice, the other 47% being in in- 
dustry, finance and government. With 
the exception of a very small per- 
centage, all accounts of public corp- 
orations in Canada are audited by 
chartered accountants. 

In more recent years other bodies 
of accountants have come into exist- 
ence. These have, for the most part, 
developed through training programs 
organized for accountants in industry, 
although some of the members of 
these organizations have trained as 
public accountants or taken up public 
accounting. It is estimated that of 
the 1300 members of the Certified 
Public Accountants Association in 
Canada about 25% are in public prac- 
tice, and the Certified General Ac- 
countants Association claims about 
3500 members in Canada of which 
about 20% are in professional practice. 

Other groups have banded together 
and designated themselves as public 
accountants. An example of this is 
the Accredited Public Accountants or- 
ganization incorporated in two pro- 
vinces. It is generally understood 
that most of the members of this 
group have had little or no formal 
training in public accountancy. 

In all except four provinces prac- 
tically anyone can set himself up as 
a public accountant and offer his ser- 
vices to the public. The onlv restric- 
tion is that he must not use a desig- 
nation reserved for the members of 


duly organized accounting bodies. In 
two provinces, Prince Edward Island 
and Quebec, there is regulatory legis- 
lation restricting the practice of pub- 
lic accounting to members of the In- 
stitute of Chartered Accountants and 
those who were in practice when the 
Act came into force. In Nova Scotia 
and Ontario, the licensing of public 
accountants is administered by a Pub- 
lic Accountants Board or Council. 
The licensing provisions are similar in 
both provinces in that they recognize 
the Institute of Chartered Account- 
ants and the Certified Public Ac- 
countants Association (Registered 
Public Accountants Association of 
Nova Scotia) as qualifying bodies, 
whose members are entitled to be 
licensed. Those in practice at the 
time of the bills coming into force 
were also licensed, and there are cer- 
tain provisions for others to acquire 
licences. 

The Society of Industrial and Cost 
Accountants trains students in indus- 
trial accounting and grants a desig- 
nation “Registered Industrial Ac- 
countant” (R.I.A.). | Membership 
numbers about 2900 which includes 
1400 associate members, and the So- 
ciety does not lay claim to having anv 
ambitions to enter public practice. 
Some accountants in public practice 
who are members of the public ac- 
counting bodies mentioned are also 
members of the Society of Industrial 
and Cost Accountants. 


The Future 

With the increasing dependence 
placed upon proper reporting on f- 
nancial statements for taxation and 
other purposes, it is apparent that 
there is a growing necessity for the 
establishment in public accountancy 
of minimum standards at a level suf- 
ficient to safeguard the public. This 
has been conceded as a necessity for 
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many years in professions such as 
medicine, dentistry and law. There 
are equally compelling reasons why 
public accountancy should be subject 
to controls designed to ensure ade- 
quate training in both the technical 
and moral responsibilities of the pro- 
fession. 

As a prerequisite it is necessary to 
make a proper distinction between 
work and responsibilities which may 
be properly described as public ac- 
counting — for instance, reporting up- 
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on or adding credibility to financial 
statements — and other types of work 
which do not require to be controlled, 
such as bookkeeping. The important 
thing is that in setting standards these 
be designated on a plane appropriate 
for professional people with years of 
training behind them. 

The profession of public accounting 
has come a long way in a relatively 
few years. It would seem that it is 
likely to continue growing for some 
time to come. 


Learning Answers to New Questions 


Time was when it might fairly have been claimed that the C.A. 
apprenticeship enabled one to deal with any business problem which 
was likely to arise. Is this true today? I venture to suggest that 
neither five years training, nor any greater number which could be 
suggested, could ensure that any one person was able to cope with all 
the complications of modern business, the tremendous developments 
in the field of science, the new techniques for management, etc. 

It is said that there are two classes of persons who find problems 
easy: those who know the answers and those who do not realize 
there is a problem; and if we are not in the first category, we cer- 
tainly should not allow ourselves to be in the second. Many of us 
feel that we are in the “in between” stage, recognizing that there is 
a problem but doubting our ability to provide the answer; and I won- 
der at times if we are not being a little too modest. After all, those 
of us who are on the job, whether as auditors or as officials of a con- 
cern, have often a far better appreciation of the problem and of its 
solution than an outsider who is brought in for a brief assignment. 
Let those of us who are in practice never forget this — we are chart- 
ered accountants not chartered auditors. Auditing may be the “bread 
and butter” of a professional practice, but in itself it is largely a nega- 
tive function. If we feel that we do not have sufficient knowledge 
from our training and business experience, let us take advantage of 
the post-qualifying facilities .... by way of E.P.D. courses, sum- 
mer schools, management discussion groups and so on, and not 
despise, even in our advanced years, some personal study and appli- 
cation. Let us never feel smug or be content with the knowledge 
we have acquired and think we have nothing more to learn. 

— Alexander McKellar, 1960-61 president, to the annual meeting 
of the Institute of Chartered Accountants of Scotland, March 
29, 1961, reported in The Accountant, April 8, 1961. 





La Contribution de la Profession 
Comptable au Canada Frangais 


MAURICE SAMSON, O.B.E., C.A. 


EN PLUS DE BROSSER briévement l’évo- 
lution de la profession comptable dans 
la Province de Québec, nous voulons 
aussi essayer d’apprécier le réle et la 
contribution des canadiens frangais 
dans l’avancement de cette profession. 
Ce faisant, nous espérons faire réaliser 
limportant apport de cette discipline 
au développement économique de 
notre province. 

Afin de bien situer le rdle du compt- 
able dans la Province de Québec, il 
est utile de retracer, dans ses grandes 
lignes, Vhistoire de limplantation de 
la profession comptable dans la vie 
économique du Canada. 


Historique 

Rappelons d’abord, que la premiére 
société de comptables dans notre pays 
recut ses lettres patentes de la Pro- 
vince de Québec, le 24 juillet 1880, a 
peine dix semaines aprés l'incorpora- 
tion de IlInstitut Britannique des 
Comptables (11 mai 1880), et deux 
ans et demie avant la naissance 
de l'Institut des Comptables Agréés 
dOntario, incorporé le ler février 
1883. 

L’apparition presque simultanée des 
sociétés québecoise et britannique 
n’a pas été sans causer un certain con- 
flit entre les deux groupes. L’Institut 
de Londres reprochait aux canadiens 
de vouloir profiter de la réputation 
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prestigieuse dont jouissaient les 
comptables en Angleterre. Nous te- 
nons a signaler ce fait parce qu'il illus- 
tre bien attitude différente des deux 
groupes ethniques vis-a-vis de la pro- 
fession. Nous verrons plus loin, pour- 
quoi la mentalité n’était pas la méme 
dans le milieu canadien-frangais. 

Un certain nombre de sociétés de 
comptables surgirent par la suite dans 
la Province de Québec, reflétant une 
demande accrue pour les hommes de 
cette profession. Ces différentes 
sociétés n’exigeaient pas de leurs 
membres le méme standard de com- 
pétence et le méme entrainement par- 
ticulier pour la pratique de la comp- 
tabilité publique. Il va sans dire que 
cette situation n’était pas de nature 
a inspirer confiance aux dirigeants du 
monde des affaires, lesquels n’étaient 
pas toujours au courant des différen- 
ces qui existaient dans le statut des 
membres des diverses sociétés. 

Les efforts épars des divers groupe- 
ments de comptables dans la Pro- 
vince de Québec n’ont pas été com- 
plétement perdus, puisqu'ils ont le 
mérite d’avoir contribué a donner 
naissance 4 un projet de loi qui a 
amené, au mois d’avril 1946, la forma- 
tion de la premiére corporation 
fermée de comptables professionnels 
au Canada. Elle était bien imparfaite 
sans doute, mais habilitée tout de 
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méme a réglementer la discipline de 
ses membres et 4 contréler la pratique 
de la comptabilité publique. 


Il est probablement vrai que cette 
législation a eu pour effet de per-. 
mettre Yentrée dans l'Institut d'un 
certain nombre de comptables dont 
les qualifications ne répondaient pas 
nécessairement aux exigences actu- 
elles; toutefois, sur une longue 
période, cette situation devait se 
corriger d’elle-méme. 

C'est donc dire que depuis 1946, 
tout nouveau candidat a la pratique 
de la comptabilité publique doit 
dabord avoir été accepté comme 
membre de Institut des Comptables 
Agréés. En d’autres termes, la comp- 
tabilité n’est reconnue comme pro- 
fession fermée que depuis quinze ans. 


Evolution au Québec 

La lente évolution de la profession 
de comptable public chez les cana- 
diens francais de la Province de Qué- 
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bec est en grande partie imputable 
aux faits suivants: 
Traditions 

Pour bien comprendre le probléme, 
il faut replacer le comptable dans 
le contexte général d’alors de la vie 
économique de notre province et 
considérer ensuite le petit nombre 
de canadiens francais qui désiraient 
sengager dans cette profession. Cette 
situation déplorable suggére une ques- 
tion plus générale: “Comment ex- 
pliquer la rareté relative des person- 
nalités dhomme d'affaires dans nos 
rangs?” Les deux principaux facteurs 
qui ont contribué, a l’époque, a créer 
chez les canadiens francais cette 
apathie pour les affaires sont en pre- 
mier lieu, l’esprit traditionnel de notre 
culture nationale glorifiant unique- 
ment les professions libérales et en 
second lieu, la conscience de l’inféri- 
orité économique de notre milieu. 

A cause de notre culture frangaise, 
notre éducation et notre instruction 
ont toujours été orientées vers le pro- 
grés intellectuel plitot que matériel. 
Traditionnellement, les canadiens 
francais étaient donc enclins 4 em- 
brasser les professions _ libérales 
(théologie, droit, médecine) qui 
étaient considérées comme les seules 
honorables. Il est donc tout naturel 
que ces professions aient exercé beau- 
coup plus dattrait que n’importe 
quelles autres et quelles se soient ac- 
caparé plusieurs personnalités cana- 
diennes francaises. La comptabilité ne 
comportait en elle-méme, rien d’en- 
noblissant. Mercure n’avait-il pas la 
réputation d’étre 4 la fois le dieu du 
Commerce et des Voleurs? 

Un tel climat ne pouvait pas, évi- 
demment, étre propice 4 léclosion de 
vocations d’hommes d'affaires, encore 
moins de comptables, considérés 
comme les “manoeuvres de Yécono- 
mie”. 
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A cette premiére tendance de fond, 
il faut ajouter linfluence déprimante 
du milieu économique dans lequel 
nous avons vécu depuis plus de cent 
ans. 


Comme le dit Esdras Minville dans 
un de ses livres: “Depuis la cession 
du Canada a TAngleterre, nous 
n’avons jamais eu la maitrise de notre 
vie économique”. Le succés des an- 
glais dans la finance, le commerce et 
l'industrie, n’a pas pris tellement de 
temps a nous suggérer notre inféri- 
orité dans ces domaines. I] va sans 
dire que le nombre d’entreprises diri- 
gées par les canadiens d'origine an- 
glaise semblait donner raison aux édu- 
cateurs du temps. 


Dans un tel atmosphére familial et 
social, comment la jeunesse se serait- 
elle sentie attirée par les affaires en 
général, et la comptabilité en par- 
ticulier? 

A la lumiére de cet exposé on 
comprend facilement le désintéresse- 
ment des autorités civiles et religi- 
euses pour procurer a la population 
les facilités et outils nécessaires 4 la 
formation d’hommes d’affaires. Le 
manque décoles et de professeurs 
dédiés 4 cet enseignement ne pouvait 
qu annihiler tout vestige de courage 
chez les jeunes montrant quelques 
aptitudes pour cette profession. Seuls 
quelques étudiants privilégiés pou- 
vaient obtenir un certificat de comp- 
table agréé en suivant les cours 
donnés 4a l'Université McGill ou a 
lEcole des Hautes Etudes Commer- 
ciales, fondée en 1910. Ceux qui ne 
pouvaient fréquenter ces institutions 
devaient étudier par eux-mémes au 
moyen de cours par correspondance 
tout en accomplissant leur cléricature 
chez les comptables professionnels. La 
fondation, longtemps deésirée, de 


lEcole de Commerce de Laval, en 
1935, 


nia pas été sans redonner 








Yespoir 4 un bon nombre de candidats 
et un nouveau souffle de vie a la pro- 
fession. 


Facteurs de progrés 

Plusieurs phénoménes, soient géné- 
raux, soient particuliers au Québec, 
ont contribué, surtout depuis la guerre 
1914-18, 4 accroitre considérablement 
la demande de comptables agréés. 
On peut les diviser en deux groupes, 
selon qu'ils sont extérieurs ou intrinsé- 
ques a la profession. 

A. EXTERIEURS 


1. Liimposition et la complexité des 
nombreuses mesures fiscales qui 
obligérent les contribuables 4 
maintenir des livres de comptes 
plus adéquats. 

2. La vague d'incorporation de com- 
pagnies et Tlamalgamation d'un 
grand nombre dentre elles. 

3. La complexité grandissante des 
organismes industriels modernes 
qui obligeait 4 mieux renseigner 
les actionnaires, tant du point de 
vue financier que fiscal. 

4, L’exigence des banques de four- 
nir des états financiers certifiés 
pour obtenir des facilités de 
crédit. 

5. Le nombre croissant de clients de 
la classe moyenne qui trouvérent 
nécessaire ou utile de consulter 
des comptables et de leur confier 
leurs problémes. 

6. L’avancement technologique ra- 
pide dans le monde ainsi que les 
conséquences des deux guerres 
mondiales, de méme qu'une dé- 
pression économique, ont con- 
tribué a créer un besoin accru 

‘experts en questions fiscales, 
économiques et commerciales. 

7. Le développement des ressources 
naturelles ainsi que lévolution 
rapide de l’activité industrielle. 

8. L’appel du Gouvernement fédéral 
& bon nombre de nos compatri- 
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otes, comptables et hommes d’af- 
faires, relativement a l’effort de 
guerre. 

B. INTRINSEQUES 

9. Lobtention d’une législation par 
la Province de Québec, en 1946, 
qui placgait la comptabilité sous 
le contréle de l'Institut des C.A., 
alors que la plupart des autres 
associations de comptables ont 
été absorbées. 

10. La facilité d’étude pour les jeunes 
dans le domaine de la compta- 
bilité professionnelle, depuis la 
fondation de la Faculté de Com- 
merce de Québec qui leur assure 
une meilleure formation acadé- 
mique. 

11. L’introduction et le développe- 
ment par les comptables des sys- 
témes de contréle, de prix de 
revient, de mécanisation et d’au- 
tomatisation, accompagnés d'une 
adaptation de l’enseigement pour 
assurer une efficacité toujours 
plus grande dans ces travaux. 

Tous ces facteurs ont contribué a 
faire connaitre et apprécier davantage 
la profession et 4 induire un plus 
grand nombre d’étudiants canadiens 
francais 4 se diriger dans cette nou- 
velle voie. Par le fait méme, nous 
sommes témoins d’une reconnaissance 
officielle de Yutilité, de Yimportance 
de la profession comptable et de son 
expansion constante. 

A ce qui précéde, il est facile de 
mesurer les progrés considérables ac- 
complis par la comptabilité qui ne 
consistait, au début, que dans une 
vérification routiniére en vue de re- 
chercher les fraudes et la défalcation. 

Aujourd’hui, grace non seulement a 
attention plus grande accordée 4 
l'économie, mais aussi 4 la reconnais- 
sance plus générale de la compétence 
et des qualités d’intégrité des comp- 
tables, le comptable agréé se voit ac- 


corder une place de choix dans la 
hiérarchie des professions. De plus 
en plus, le comptable est appelé a 
siéger sur des comités de financiers et 
au sein de conseils d’administration. 
La, il joue non seulement le réle de 
contréleur ou de vérificateur, mais 
aussi de conseiller. 

Comme le disait récemment le 
Frére Clément Lockquell: “Nous pou- 
vons remarquer qua Iintérieur de 
YAssociation des Comptables une 
conscience professionnelle s’'approfon- 
dit de jour en jour; que les standards 
exigés pour Toccupation des postes 
éminents de la carriére sélévent 
graduellement; que la notion de ser- 
vice s’'accrédite; que la participation 
des comptables agréés 4 létablisse- 
ment ou a la conservation du bien 
commun augmente et provoque plus 
de respect.” 


Apport des Canadiens Frangais 
La réputation sans cesse grandis- 


-sante dont s’entoure le comptable 


pubic n’est sans doute pas sans 
exercer un attrait certain sur la 
jeunesse en général, méme dans le 
milieu canadien frangais réfractaire au 
début, comme nous l’avons vu, aux 
vocations commerciales. Un _ des 
principaux avantages de cette profes- 
sion est que son choix ouvre des 
horizons sur un grand nombre de 
carriéres. 

Le fait que la Province de Québec 
ait été responsable de la premiére 
corporation professionnelle des comp- 
tables, en 1946, a grandement aidé a 
donner, chez-nous, un essor considéra- 
ble 4 cette profession. L’effort des 
canadiens frangais, joint 4 celui des 
comptables des autres provinces, pour 
standardiser les examens d’admission 
4 l'Institut, a également contribué a 
accroitre le prestige des C.A. L'uni- 
formité dans les examens place, au 
départ, tous les candidats sur un 
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méme pied et, comme conséquence, 
suggére un respect égal pour tous les 
comptables canadiens. 

Si depuis 1880, les sociétés de 
comptables ont compté quelques 
membres canadiens francais, on reste 
néanmoins surpris de constater que 
l'Institut comprenait, en 1920, seule- 
ment six membres d'origine frangaise 
contre quatre-vingt-dix d’origine an- 
glaise. Aujourd’hui, la participation 
numérique des canadiens frangais at- 
teint 1,200, sur un total de 3,000 mem- 
bres appartenant a l'Institut des 
Comptables Agréés de la Province de 
Québec. A l’exemple de nos confréres 
anglais, nous participons beaucoup 
plus aussi aux activités profession- 
nelles, publiques, éducationnelles, 
charitables et autres. Notre individu- 
alisme nous empéche encore toutefois 
de consentir 4 participer d’une fagon 
anonyme dans les sociétés canadiennes 
francaises de comptables publics. 
Pourtant, il semble bien que la con- 
tinuité dans le nom d'une firme s’im- 
poserait graduellement et pourrait 
acquérir grace 4 une politique ag- 
ressive d'extension de services a 
plusieurs villes, un prestige national, 
voire international. L’importance de 
telles firmes permet la formation 
de spécialistes versés dans les di- 
verses sphéres ow s’exercent nos ac- 
tivités. Plutét que de nous limiter 
a des fonctions routiniéres, il faudrait 
unir nos efforts, nos connaissances et 
notre capital pour créer des organis- 
mes puissants et respectés non seule- 
ment dans notre Province, mais par 
tout le Canada et dans d’autres pays. 
Nous avons tout le matériel nécessaire 
pour arriver a ce but. II n’en tient 
qua nous de faire preuve d'initiative 
et d’agressivité. 

I] est vrai que les hommes d'affaires 
canadiens frangais ont été lents a 


se rendre compte de l’importance des 
services que les comptables agréés 


peuvent leur rendre. De plus, ils 
n’acceptaient pas de bon gré Ilidée 
de payer des honoraires suffisants 
pour les multiples services des C.A., 
alors que les honoraires des avocats, 
des médecins et des ingénieurs 
étaient rarement contestés. 


On ne peut en conclure, évidem- 
ment, que les canadiens frangais sont 
devenus économiquement maitres 
chez eux. II] est tout de méme indéni- 
able que ceux-ci exercent une plus 
grande influence dans de domaine de 
Yéconomie. 

L’Avenir 

L’économie et les affaires s’appuient 
et s'appuieront encore davantage sur 
les conseils et opinions de comptables 
dans des domaines autres que la 
simple comptabilité et vérification. A 
cause de la complexité grandissante 
dans la gestion et le contréle d’entre- 
prises, on aura recours a leurs services 
pour le tracé de programme de fi- 
nancement, de contréle, de budget, 
d’administration et pour létablisse- 
ment de politiques 4 long terme. Cette 
marque de confiance est certes in- 
spirée par le soin jaloux dont le comp- 
table enveloppe |’étiquette de sa pro- 
fession. 

Au fur et 4 mesure qu’augmenteront 
nos sociétés canadiennes frangaises, 
un plus grand nombre de canadiens 
francais emboiteront le pas et la pro- 
fession comptable s’enorgueillira de 
posséder des personnalités d’hommes 
d’affaires. Elle s’entourera d’un pres- 
tige de plus en plus grand et mobi- 
lisera un plus grand nombre d’adeptes. 

Les comptables canadiens frangais 
ont apporté une contribution réelle a 
la vie économique et communautaire. 
En continuant de promouvoir chez le 
public Testime de leur profession et 
en fournissant la qualité de services 
requise, les comptables s’entoureront 
du respect qu’ils méritent. 
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The Accountant in Management 


J. GRANT GLASSCO, O.B.E., F.C.A. 


In Canapa, as indeed in other parts 
of the English-speaking world, no 
more than half of the country’s pro- 
fessionally trained accountants are 
found in practice as public account- 
ants. The other half are employed in 
salaried positions in commerce, indus- 
try and government. This division in- 
to two separate fields of activity is 
found in none of the older profes- 
sions; in its very nature it creates cer- 
tain anomalies and problems of pro- 
fessional organization. While all char- 
tered accountants gain their instruc- 
tion and qualification in the area of 
public accounting and auditing, the 
qualified members of the profession 
operate in two quite different en- 
vironments, public practice and busi- 
ness or industrial life. 


Contribution of Talent to Industry 
Inasmuch as the basic training lead- 
ing to qualification must, under pres- 
ent conditions, be carried on in the 
sector of public practice, the whole 
burden of the educational process is 
necessarily carried by the practising 
half of the profession. Thus, the prac- 
titioners are called upon to recruit 
and train approximately double the 
number of men which their own prac- 
tices require. About the only tangible 
benefit they secure in return is an 
improvement in the quantity and 
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quality of candidates who apply. 
Those entering the profession today 
constitute a larger and better sample 
than might be expected if the pro- 
cess of qualification as a chartered 
accountant did not serve as a valu- 
able preparation for a business ca- 
reer, leading to attractive opportuni- 
ties of employment in commerce and 
industry. 

The fact that the newly qualified 
chartered accountant has this choice 
of career has served to stimulate the 
development of the practising profes- 
sion. But it has also channeled into 
the field of financial management a 
large number of professionally train- 
ed individuals of superior compet- 
ence. 


In the absence of an available sup- 
ply of chartered accountants, business 
would have to fill its financial posi- 
tions by training and developing its 
own junior staff. In such circum- 
stances would there be any real pros- 
pect of attracting as juniors enough 
people with the qualities and poten- 
tial required for the senior position? 
It seems most unlikely. The profes- 
sion in its present form of organiza- 
tion, through providing business with 
better people than it could secure by 
other means, is contributing to the 
developing recognition of the value 
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of the financial officer in manage- 
ment. 

To the young man who elects to 
undergo professional training as a 
means of his entry into the manage- 
ment field, a matter of considerable 
importance is the timing of his switch 
from professional life to a job in 
business. Employment outside the 
profession is usually readily available 
as soon as a man qualifies, but the 
evidence strongly suggests that a 
transfer at such time is unwise. At 
least one year’s senior responsibility 
as a chartered accountant in practice 
should be considered essential, be- 
cause of the development which the 
individual experiences in that period. 
Provided that reasonable opportunity 
exists in his firm for his assuming in- 
creasing responsibility, the young 
graduate will probably develop more 
in public practice than in other em- 


ployment, for at least five years be- 
yond his final examination. As a rule, 
transfers from the public field be- 
tween the ages of 30 and 35 have 
tended to be the most successful. 


Adjustment in Attitudes 

Regardless of the age at which this 
transfer takes place, the chartered ac- 
countant entering upon employment 
in business or industry has to face 
considerable adjustment. Such things 
as the change in physical environ- 
ment, getting to know a new group 
of people and taking over new work 
are the obvious consequences of the 
change. The more important and 
somewhat difficult aspect of re-or- 
ientation lies in converting one’s point 
of view to a new and different set of 
objectives. Auditing has been describ- 
ed as being essentially retrospective 
and historical. While this is only par- 
tially true, there is no doubt that in 
business and, particularly, in the more 
complex industrial organization, there 


is developing very quickly a major 
emphasis upon forward-looking ac- 
counting. Those aspects of the art 
which qualify it as a useful tool in 
management are of major importance. 
Senior management today looks to its 
accounting personnel to make use of 
their specialized skills and imagina- 
tion so as to provide the sort of in- 
formation upon which major decisions 
will be based. 

The normal goal of the chartered 
accountant who enters the employ of 
a corporation should be to become a 
senior financial officer and, as such, a 
member of the top team bearing re- 
sponsibility for major policy decisions. 
As a member of senior management 
he should be able to compete on even 
terms, at least, with other members 
drawn from different sectors of the 
business, for the position of chief ex- 
ecutive. 


Keeping the Corporate Conscience 
When one considers the activities 
of the modern business organization, 
there are three discernible, different 
roles played by accounting personnel. 
The first of these is the technical 
function of accurately recording the 
day-to-day transactions. Traditionally, 
the accountant is the keeper of the 
financial conscience of the enterprise. 
No business can function for long un- 
less it pays its bills and meets its pay- 
roll. Reduced to simplest terms, the 
accountant in this role has to main- 
tain the records in such a way that 
the financial relationships of the en- 
terprise to third parties are clearly 
and accurately reckoned. In the mod- 
ern world, of course, this conscience- 
keeping function has become quite 
complex. Today it is not only neces- 
sary to keep matters straight with 
debtors and creditors, but the ac- 
countant has also to satisfy legal re- 
quirements and tax authorities, to 





~~ er tT — 


we ' AW -« 


Te fF FO 


SSE S.hlUh!hCU 


THE ACCOUNTANT IN MANAGEMENT 


prepare periodic financial reports to 
the general body of shareholders and, 
to an increasing degree in large pub- 
lic companies, to see that the general 
public is adequately informed of the 
results of operations. This record- 
keeping function also embraces re- 
sponsibility for the operation of 
mechanical aids which, with the ex- 
pansion of the field of electronics, 
are rapidly becoming highly complex. 
Supplying the Facts 

The second role, like the first, is of 
a technical nature. It can best be 
described as embracing the assembly 
of basic accounting information into 
special forms for the purpose of as- 
sisting management. The commoner 
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of such forms relate to cost account- 
ing, production contro] and budget- 
ary procedures, but many others of 
similar character are developed to fit 
special needs. The underlying tech- 
nique is basically the same for all, 
consisting of analyzing and sifting his- 
torical data in such a manner as to 
provide projections or forecasts. This 
type of applied accounting warns 
management immediately when sig- 
nificant changes occur in any of the 
indicators of performance. It may 
serve as a positive defence against 
excessive expenditure in all phases of 
activity; long-range forecasts may 
guide management in planning major 
financial policy, money-raising, plant 
expansion and other matters, for some 
years ahead. The _ distinguishing 
marks of this function are that it is 
essentially forward-looking and de- 
signed to serve management, rather 
than shareholders. 


Participating in Policy-Making 

The third role of the accountant in 
modern business is that of a partici- 
pant in top management and decision- 
making. To play in this league, the 
accountant must possess superior 
qualities of intellect; and he must 
have judgment, character and person- 
ality if he is to be entrusted with sen- 
ior responsibility. Mere technical 
competence does not, therefore, serve 
as a passport to the higher echelons 
of business, but the skilled accountant 
who possesses the other qualifications 
is equipped to play a significant part 
in the shaping of the decisions which, 
in the end, decide the fate of the en- 
terprise. 

While the case for including the 
chief financial officer in the top man- 
agement team will seem unanswer- 
able to one familiar with the organi- 
zation of the largest companies, there 
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still remains in Canada some consid- 
erable variation in the way in which 
larger businesses use their senior ac- 
counting personnel. Every business, 
like every family, has its own “folk- 
lore”, its special heroes and its own 
prejudices. Probably at the begin- 
ning, these attitudes were a reflection 
of the personality of the founder of 
the business. Of course, many of to- 
day’s larger businesses have com- 
pletely outgrown their early begin- 
nings, but these attitudes and tradi- 
tions tend to persist. Thus, it is true 
that in some fairly sizeable corpora- 
tions the chief accounting officer 
tends to be regarded more as a skilled 
technician, than as one who is cap- 
able of making any major contribu- 
tion to the policy-making process. 


The chartered accountant who finds 
himself in such an environment is 
faced with a stimulating challenge. 


He must be well aware of the sort 
of contribution of which he is capable 
and he must sell himself and the po- 
tential value of his experience and 
judgment to his superior. It is not 
necessary here to detail the nature of 
the services which the senior account- 
ing officer should be able to render 
in the management sphere, but it is 
worth pointing out that one of the tal- 
ents he possesses is not only an un- 
derstanding of what financial state- 
ments can mean, but an expert ap- 
preciation of their limits and short- 
comings. 


The management consultant field, 
in which chartered accountants have 
been very successful, requires the 
same qualities and broad competence 
which are needed in top financial jobs 
outside the profession. What, then, 
are these special qualities? At least, 
they include the mastery of a body of 
knowledge and experience well 
beyond the horizons of the under- 


graduate education of the chartered 
accountant. In modern business, the 
successful accountant has a continu- 
ing job of study and self-develop- 
ment. Nothing can be more damag- 
ing to his career than to suppose that, 
having acquired the designation 
“C.A.”, he has no further concern 
with study. 


Toward Constant Self-Improvement 

As was pointed out earlier, the pro- 
fession has until now entrusted to its 
public practitioners all its interest in 
the field of education. But that seems 
destined to change shortly and the 
non-practising members may well find 
themselves directly involved, both as 
teachers and students, in an expanded 
educational program of their profes- 
sional body. For the past ten years 
the Canadian Institute of Chartered 
Accountants has been increasingly 
aware of the need for some positive 
effort in the area of post-graduate 
education. Now the American Insti- 
tute of Certified Public Accountants 
is deliberately moving into this field, 
convinced that its members must be 
encouraged, through some form of 
senior accreditation, to continue to 
study for the purpose of self-improve- 
ment. 


In both countries accounting has 
surely moved far enough ahead to 
make it evident that the knowledge 
and skills required of the accountant 
in management today go far beyond 
the areas covered in the education of 
the student-in-accounts. In terms of 
professional status, a system of form- 
alized post-graduate study will cer- 
tainly bring accounting closer in char- 
acter to the learned professions. But, 
from the point of view of the business 
community, the important matter, 
which is much more urgent than the 
professional status of the accounting 
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fraternity, is the positive need for 
larger numbers of accountants pos- 
sessing the breadth of outlook and 
scholarship which only post-graduate 
effort will produce. 

The past 50 years have seen a con- 
stant broadening in the opportunities 
available to the skilled accountant. 
There is no evidence today of any 
slackening in the tempo of advance, 
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and the profession is faced with the 
need of attracting an increasing num- 
ber of capable men to its ranks. It 
should be amply clear that the great- 
est hope for securing recruits of the 
quality needed by both public prac- 
tice and by business lies in the grow- 
ing appreciation of the very real op- 
portunity of the accountant as a par- 
ticipant in management. 


Getting the Most out of Management Meetings 


Meetings should have a part to play in management and should 
be well managed. Meetings should be held only when there is a need 
for them, and executives who use meetings as substitutes for social 
gatherings are encouraging confusion. If you want to have a chat 
with Joe to see how he is developing, ask him in for a cup of tea — 
don’t summon Mr. Joseph Smith to a meeting to discuss the desira- 
bility of a typing pool, so that incidentally you can form some opinion 


about him. 


Meetings are extremely expensive methods of communication, 
partly because some of the members present are likely to be wasting 
time during at least some of the proceedings. The value of the work 
they could have been doing should be included in the cost of the 
meeting. If a meeting is necessary, arrangements should be made 
so that the time is used most productively. Unless there is genuine 
urgency, meetings should not be used to give information that could 
just as easily have been put on paper. The preparation of a written 
document requires precision in presentation and consideration and, if 
the document is circulated in advance, saves time at the meeting. It 
helps to ensure that members of the meetings are informed and can 
concentrate on the unusual aspects of the problem. The “principle of 
exceptions” should be encouraged so that trivialities and irrelevancies 


can be avoided. 


Meetings must therefore have a purpose, both general and speci- 
fic. Managers need to ask whether a meeting is necessary, and if it 
is, what exactly is its aim. The aim having been defined, detailed 
preparations should be made to ensure that it is achieved. This in- 
volves controls so that reports come back to enable proper assessment 


to be made. 


— Stanley Hyman, “Management and Meetings”, 
The Chartered Secretary, January, 1961. 








Developments in Auditing 


THOMAS A. HUTCHISON, F.C.A. 





METHODS OF CARRYING out audits have 
changed materially over the past 50 
years, but the fundamental purpose of 
the audit still remains. This is to ob- 
tain an objective and independent 
opinion on financial information from 
a person skilled in the profession of 
accounting, which is in keeping with 
one definition suggested for public ac- 
counting, namely, the adding of cred- 
ibility to financial statements. 


Change in Purpose 

When businesses were generally 
small in size and their ownership in 
the hands of one or a few individuals, 
an important aspect of audit work 
was the disclosure of fraud and sim- 
ilar irregularities and the discovery of 
bookkeeping errors and omissions; in 
effect, the audit provided an inde- 
pendent accounting for the owners on 
employees handling funds and keep- 
ing records. Today, with the increased 
size of business enterprise, and its 
ownership no longer concentrated to 
the same degree, audits are primarily 
directed to reporting upon financial 
statements of an enterprise issued by 
a management who frequently has 
little or no ownership therein, so that 
shareholders, creditors and others can 
be given an independent accounting 
for operating results and financial 
position. This is not intended to im- 
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ply that the discovery of fraud and 
errors is not an objective of auditing, 
but it is no longer a primary one. 


Obviously the tests made by the 
auditor may occasionally disclose 
fraud or irregularities, and where this 
arises, the auditor should carry out 
more extensive investigation. How- 
ever, if on investigation it develops 
that the nature of the irregularity is 
such that it will not be of sufficient 
magnitude to have an important effect 
on the enterprise, then the auditor 
could properly consider his duties to 
have been adequately performed by 
drawing the matter to the attention of 
senior management. 


The changing emphasis of the audit 
to reporting upon financial statements 
was applied first, principally, to re- 
porting upon the balance sheet, the 
financial position of a business at a 
given date, and while statements 
showing the operating results would 
usually be included with the balance 
sheet, the primary aim of the auditor 
was to ensure that the financial posi- 
tion as shown by the balance sheet 
was at least as good as that presented. 
Thus, a tendency often existed to ac- 
cept conservative presentation to the 
point where the financial position of 
an enterprise was actually under- 
stated. With increasing public owner- 
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ship of corporations and the listing of 
their securities on stock exchanges 
not uncommon, the need for a fair 
presentation has been accentuated, 
since an investor does not wish to be 
misled by undue conservatism into an 
undervaluation of the securities in- 


volved. 


Consequently, over the last three 
decades in particular, the operating 
results of a business enterprise have 
assumed more and more importance, 
and while the balance sheet is still 
the anchor on which financial presen- 
tation must rest, the statements show- 
ing operating results now usually at- 
tract the greater interest. Since the 
shareholders of a corporation are in- 
fluenced greatly by the trends of 
operating results, their presentation 
on a consistent basis has assumed in- 
creased importance, and overly con- 
servative valuations of assets and 
liabilities for balance sheet purposes 
have been made increasingly unde- 
sirable. 

The audit today is therefore de- 
signed to speak to financial state- 
ments presented by management 
which should show a fair presentation 
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41 


of operating results for a period and 
of the financial position at a given 
date and which should be prepared 
in accordance with generally ac- 
cepted accounting principles applied 
on a basis consistent with that of the 
prior period. The auditor's report is 
now phrased in these terms, and 
qualifications are made in the report 
if there are any deviations from fair 
presentation or conformity to general 
accepted accounting principles and 
consistency. 


Principles and Practice 


For those outside the accounting 
profession the term “accounting prin- 
ciples”, as used by the profession, can 
on occasion lead to some confusion 
because the principles do not have 
the same force or permanence as 
those found, for instance, in science. 
Actually, accounting principles are 
those practices and procedures which 
have been accepted by the account- 
ing profession as being fair and rea- 
sonable in the circumstances existing 
at the time when they are being 
applied. Consequently, accounting 
principles are not immutable and are 
subject to development and even 
change to meet new or altered busi- 
ness practices. While it could be sug- 
gested that this term should be 
changed to, say, “accounting prac- 
tices and procedures”, this does not 
seem necessary as there should be no 
confusion in the minds of those using 
the term “accounting principles”. 


In Canada, a Committee on Ac- 
counting and Auditing Research was 
set up by the Canadian Institute in 
1946 and by the issue of bulletins, 
encouragement of articles on account- 
ing matters and publication of several 
books and brochures has contributed 
substantially to the development of 
a body of accounting practice and 
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procedures regarded as generally ac- 
ceptable by the profession in Canada. 
However, the surface has only been 
scratched as yet and much further 
effort will be required if we are to 
hold our place in this area with the 
profession in the United States. 

Unfortunately there are some areas 
where more than one accounting prin- 
ciple has been considered acceptable 
by accountants, for instance, the use 
of Fifo or Lifo to value inventories. 
This has undoubtedly created some 
doubt and confusion in the public 
mind. In this connection the Amer- 
ican Institute of Certified Public Ac- 
countants has very recently created a 
new Accounting Principles Board, 
and it appears to be the intention that 
this body should try to resolve some 
of these areas where more than one 
accounting principle has been con- 
sidered acceptable. 

Forming an Opinion 

The typical audit, when business 
enterprises were small, involved the 
checking of a substantial proportion, 
and sometimes all, of the transactions 
recorded in the accounts back to orig- 
inal documents with a much lesser 
emphasis than now exists on verifica- 
tion of assets and liabilities and 
analysis of operating transactions. As 
business grew, the extensive detail 
checking of transactions became un- 
economic, the cost of such an audit in 
a large enterprise being prohibitive, 
and even in a medium-size business 
it would not normally be justified by 
the additional accuracy achieved or 
by the possible discovery of fraud or 
irregularities. 

Furthermore, as business grew and 
office staffs expanded, it was possible 
to develop, within an organization, 
systems of internal check and control 
whereby in effect the work of one 
employee was cross-checked or re- 
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viewed by the work performed by 
another employee. At this stage the 
auditor came to rely increasingly on 
the system of internal control and de- 
signed his audit so as to make tests of 
the system to see that in fact an ade- 
quate measure of internal cross-check- 
ing was provided by the system and 
that it was functioning in the manner 
for which it was designed. A funda- 
mental object is to determine that the 
accounting records can be relied 
upon. Since an auditor cannot have 
positive knowledge of many of the 
matters involved in developing the 
presentation in financial statements, 
he must rely on information provided 
by officers and employees of the busi- 
ness enterprise, and also on such 
checks of transactions and confirma- 
tion of assets and liabilities as he 
deems sufficient to provide him with 
reasonable grounds to believe that the 
financial statements are a fair presen- 
tation. His report is then prefaced 
with the words “in his opinion” and 
is expected to be based on a reasoned 
and well-founded belief of the fair- 
ness of the financial statements in- 
volved, but is not a guarantee of ac- 
curacy as is sometimes assumed by 
those of the public uninformed as to 
business practices. 


Changes in Internal Audits 


Developments in the structure of 
business enterprises continue to re- 
duce the extent of detail checking by 
the auditor. Large concerns quite 
generally have well-developed in- 
ternal audit groups within their ac- 
counting organization, which carry 
out some of the extensive checking 
of detail transactions previously per- 
formed by the external auditor. Here 
again, however, the size of business 
and the use of tabulating machine 
techniques for recording transactions 
is developing the function of the in- 
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ternal auditor into that of an analyst 
of the accounting system to determine 
that it is functioning in accordance 
with the laid-down plan. In this re- 
spect the internal audit function is 
moving along somewhat the same 
lines as those by which the work of 
the external auditor grew from the 
checking of detail transactions to an 
examination designed primarily to re- 
port on financial statements. In many 
business concerns the internal auditor 
is also looked to for analyses of finan- 
cial information developed by the sys- 
tem to determine reasons for changes 
in operating results and balance sheet 
items. 


Techniques in EDP Installations 


It is therefore apparent that in 
many areas the internal auditor can 
supplement or parallel the work 
which an external auditor would per- 
form. Where the external auditor has 
confidence in the planning and per- 
formance of the internal audit work, 
he can place substantial reliance 
thereon and, under some circum- 
stances, restrict his work as external 
auditor to ascertaining by observa- 
tion, review of internal audit working 
papers and programs, and enquiry that 
the internal audit is effective. While 
such reliance on the internal auditor 
may be practicable in determining 
that accounting routines are function- 
ing and proper internal controls main- 
tained in a business, the external aud- 
itor must still carry out the work 
necessary to form his own opinion as 
to asset and liability valuations, dis- 
closure of liabilities and _ similar 
matters. 


The increasing complexity of ma- 
chine accounting and particularly the 
use of electronic machines for storing 
accounting information, and _subse- 
quently recording it, are adding to 


43 


the problems of conducting an audit. 
The application of electronic devices 
to maintaining accounting records is 
still so new and, in Canada at least, 
applied as yet in so few businesses 
that only a small part of the profes- 
sion has had to adapt auditing tech- 
niques to such records. Probably 
most of the electronic experience for 
the auditing profession has been with- 
in management consulting groups 
who have advised and assisted in the 
installation of electronically controlled 
svstems. 


At first sight the problem of apply- 
ing audit procedures to accounting 
records maintained on electronic ma- 
chines might appear insuperable. This 
is not the case, however, as the 
auditor does not have to become 
an expert if electronics or even to 
become a trained machine operator; 
he must obviously learn what the 
machines do and how information is 
fed into them and extracted from 
them. In fact, with some special train- 
ing in procedures and techniques the 
auditor can determine by enquiry that 
adequate internal control procedures 
are built into the system and by 
checks on the accounting informa- 
tion produced by tests of the system 
satisfy himself that the electronic ma- 
chine system is functioning in accord- 
ance with its laid-down program. In 
order to make such tests it is essential, 
for both external and internal audit 
use, that the output information in 
the form of tapes, cards or similar 
documents can be_ traced back 
through the input records to original 
sources of accounting information, 
such as purchase and sale invoices 
and payroll time records. 


Statistical Sampling 


The application of statistical samp- 
ling to auditing has been coming un- 
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der consideration in recent years. 
Statistical sampling, essentially, is de- 
signed to prove the reliability of in- 
formation by test procedures, the ex- 
tent of which are based on the laws 
of probability. From an audit stand- 
point the degree of proof of detailed 
accounting records by means of statis- 
tical sampling techniques would gen- 
erally be much higher than that con- 
templated in the usual audit, where 
it is quite normal for tests to be 
applied in, say, one or two months 
to ascertain that the system of intern- 
al check and control is functioning. 
Statistical sampling, on the other 
hand, based on the laws of probabili- 
ty (depending on the degree of ac- 
curacy required) would presumably 
require tests to be made over a much 
wider area both in point of time and 
number of tfansactions. 


It is unlikely that statistical samp- 
ling techniques would be applied to 
the examinations of securities owned 
by a business enterprise. They might 
properly be applied, however, to 
securities held in safekeeping for cus- 
tomers by an institution such as a 
bank or trust company where the 
number of customers could be suffi- 
cient to provide a large enough field 
for test selection on a statistical samp- 
ling basis. Statistical sampling tech- 
niques would also appear to be suit- 
able for checking inventory exten- 
sions, additions and pricing, or for 
confirming accounts receivable where 
the volume of inventory items or re- 
ceivable balances is substantial. 


The use of electronic machine au- 
dit tests may well be combined with 
statistical sampling techniques in the 
future to provide a greater degree of 
_ reliance for the auditor with sub- 
stantially less actual time involved in 
carrying out audit procedures. The 


auditor today should therefore be 


preparing for the time when a knowIl- 
edge of electronic machine account- 
ing and statistical sampling tech- 
niques will be a desirable, and pos- 
sibly necessary, tool of the trained 
professional man. This will be of 
particular value for the internal au- 
ditor as it will be possible to make 
such extensive tests in some areas as 
to provide virtual proof of the ac- 
counting records. 


Independence of the Auditor 

At the outset it was stated that a 
fundamental purpose of the audit was 
to form an objective and independent 
opinion for the purpose of reporting 
on financial statements. To be ob- 
jective, one must necessarily be in a 
position to be independent, and the 
auditor should be free from any bias 
or outside influence which could af- 
fect his judgment in applying ac- 
counting principles to the financial 
statements of the client on which he 
is reporting. 

Under the original concept of an 
audit as being primarily for the pur- 
pose of detecting fraud, irregularities 
and errors in accounting records, in- 
dependence was of lesser importance. 
The auditor was accountable to the 
proprietor or proprietors, and even if 
he had a personal interest in the busi- 
ness being audited, there was very 
little chance of his independent judg- 
ment being affected by any conflict 
of interest. Under conditions as they 
exist today the auditor’s principal du- 
ty, namely, the adding of credibility 
to financial statements, requires that 
he be completely objective in judg- 
ment and, therefore, in fact, in a po- 
sition to be independent. 

Many situations can of course occur 
which can affect the independence of 
the auditor, but that which comes to 
mind most commonly for the profes- 
sion is one which arises from owner- 











DEVELOPMENTS IN AUDITING 


ship of a financial interest in a client. 
The Securities and Exchange Com- 
mission of the United States has made 
it a rule that an accountant will be 
considered not independent with re- 
spect to any concern in whom the 
auditor has any direct financial in- 
terest, no matter how small, or any 
material indirect financial interest. 
The rule of the American Insti- 
tute of Certified Public Accountants 
is not quite so rigorous but it does 
prohibit expression of an opinion 
by the auditor where he holds a 
material financial interest either in 
relation to the business concern’s cap- 
ital or to the auditor’s personal wealth 
and in addition where the concern is 
a publicly financed company. 

The Securities Acts in Canada are 
administered by the provinces, and 
until recently Acts and regulations 
issued under them contained no speci- 
fic references to an auditor being in- 
dependent. However, recently the 
Ontario Securities Commission has in- 
cluded in its regulations the require- 
ment that the auditor, to be accept- 
able to the Commission, must be 
properly.-qualified as a public ac- 
countant and be in a position to ex- 
press a completely independent-opin- 
ion. The regulations of the Ontario 
Securities Commission do not specific- 
ally define their requirements as to 
“independence”, but it seems reason- 
able to assume that the ownership of 
any material financial interest in a 
concern by the auditor would be con- 
sidered to have impaired his inde- 
pendence in the eyes of the Commis- 
sion. 


Materiality of Interest 

The matter of ownership of a fi- 
nancial interest in a client is often 
considered from the viewpoint of 
materiality, and a number of the Pro- 
vincial Institutes of Chartered Ac- 
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countants have under consideration 
rules of professional conduct that 
will include a rule to this effect, 
which because of its importance is 
quoted below: 

“No member or firm of which he is 
a partner shall express an opinion 
on the financial statements of any 
organization if the member, his 
partners, or his or their immediate 
families, have a substantial direct 
or indirect financial interest (or 
such other interest as could ma- 
terially influence the independence 
of the member or firm) in the or- 
ganization unless the report dis- 
closes such interest.” 

The United States has already pro- 
ceeded_beyond this concept of inde- 
pendence and, with the gathering 
awareness of the investor in the im- 
portance of independence in the au- 
ditor, it seems likely that the profes- 
sion in Canada will move steadily 
towards a position where the owner- 
ship of a financial interest in a client 
will be considered to impair the audi- 
tor’s independence. 

One other area which can impair 
the auditor’s independence deserves 
consideration, namely, any situation 
where the auditor permits himself to 
become part of management by ac- 
cepting, for instance, appointment as 
an officer of a company and thus in 
effect placing himself in the position 
of passing judgment on his own man- 
agement decisions. 


Attitude of Mind 

It has been stated that independ- 
ence for the auditor comes down to 
an attitude of mind. Various situa- 
tions can arise, which may affect the 
auditor’s independence in greater or 
less degree, but if he does not feel in 
his own mind that he can reach his 
opinion without being affected by 
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outside influences, he is not “inde- 
pendent”. This is the essential con- 
sideration, for while the ownership 
of a financial interest in a client may 
affect the auditor’s independence, this 
does not necessarily follow so long as 
he does not place himself in a posi- 
tion where he cannot maintain an ob- 
jective attitude or has a selfish in- 
terest with respect to his client's af- 
fairs. 

The tendencies described earlier 
towards a decrease in detail check- 
ing, the reliance on internal check 
and control procedures and on the 
work of internal auditors all point to 
an expanding need for experienced 


and trained audit personnel with a 
declining requirement for work by the 
junior assistant. Trained personnel 
must come from the ranks of the 
junior assistants, and their training 
will have been made more difficult 
by the decreased volume of work re- 
quiring their services. It seems in- 
evitable, therefore, that the auditing 
profession will have to move in the 
direction of higher basic educational 
standards for new personnel and, 
quite possibly, to a requirement of ac- 
counting instruction from some edu- 
cational authority as a prerequisite 
for entering upon training to be a 
chartered accountant. 


Meaning of Opinion 
According to Webster, a belief which is stronger than mere im- 
pression but less strong than positive knowledge is an opinion. A 
professional opinion implies that the judgment of an expert has been 
brought to bear on a problem, and that sufficient evidence has been 
examined by the experts to provide reasonable grounds for the ex- 


pression of such an opinion. 


When applied to auditing, opinion 


refers to the auditor’s belief as to whether or not the financial state- 


ments “present fairly”. 


Since the auditor’s opinion is a professional 


one, it must be based on an examination of sufficient evidence to 
support the opinion. On the other hand, the fact that the auditor’s 
opinion is something less than positive knowledge cannot be over- 
emphasized. The independent auditor is not an insurer or guarantor, 


nor is he infallible. 


Reliance on any professional opinion involves 


some degree of risk, and reliance on the auditor's opinion is no ex- 


ception. 


— Robert L. Grinaker, “The Accountant’s Responsibility in Expressing 
an Opinion”, The Journal of Accountancy, November 1960. 











Service to Government by 


the Accounting Profession 


WALTER L. GORDON, F.C.A. 


BEFORE BEGINNING to discuss the kind 
of service that members of the ac- 
counting profession are equipped to 
provide to all levels of government in 
Canada, it will be useful to remind 
ourselves of the increasing role of 
government in our society and also to 
say a few words about the way in 
which the accounting profession has 
been developing. 


During the past century, our lives 
have been profoundly changed by the 
process of industrialization, and this 
is still going on. Increased specializa- 
tion, not only in industry but also in 
agriculture, and the massive shift in 
population from rural to urban areas 
has changed the structure of society. 
Now, while men are better off ma- 
terially, they are much less self-suff- 
cient than they used to be and they 
can no longer control by their own 
efforts the things that influence the 
daily lives of themselves and of their 
families. It follows that people are 
now much more dependent on one 
another than was formerly the case. 
Furthermore, as our institutions and 
business enterprises grow in size and 
influence, and become more and more 
impersonal in their outlook and in the 
way in which their operations are 
conducted, this dependence of the in- 
dividual upon the collective action of 
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the group with which he is associated 
becomes increasingly necessary and 
important. 


More Dependence on Government 


These changes have brought with 
them the need for much greater par- 
ticipation by government in the affairs 
of society at all levels. Only in this 
way, it seems, only through collective 
action by government in ever increas- 
ing spheres of interest and activity, 
can the rights and interests and the 
hard-won privileges of individuals be 
safeguarded in the kind of society in 
which we live. 

Some people may deplore this trend 
towards greater government partici- 
pation and thus greater interference 
in the way we arrange our lives. But 
surely there is little chance that it will 
be reversed. After all, most of the 
people who talk nostalgically about 
the good old days seem to assume 
that, if by some mystic waving of a 
magic wand we were to find ourselves 
back in the nineteenth century, they 
would be among the privileged few 
who would live a life of ease and 
leisure. Perhaps they would be. But 
they should remember that 100 or 
even 50 years ago, the business of liv- 
ing for the great majority was hard 
and harsh and ugly. It is true that 
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nowadays life seems to go at far too 
swift a pace, that it is difficult to keep 
up with all the changes that are going 
on, that there is less certainty than 
there used to be about religious faith 
and moral values, and that all of us 
are disturbed and worried by the un- 
rest throughout the world and about 
the threat of destruction on a uni- 
versal scale that has come with 
nuclear science. But despite all the 
dangers and difficulties and uncer- 
tainties with which we are confronted, 
there are not many people who would 
trade their present living standards 
for those that were the lot of most of 
the population in 1860 or even 1910. 
Would our young people, for example, 
be willing to give up their television 
sets for the privilege of getting up at 
5 a.m. to help with the farm chores 
before walking two miles to school? 


We are not likely to turn back the 
clock. The process of industrializa- 
tion is not finished yet. We shall have 
more, not less, specialization in the 
future, which means that the individ- 
ual will become more, not less, de- 
pendent upon working with others in 
their collective interests. In other 
words, whether we like it or not, the 
individual in the years ahead may 
need more, not less, protection from 
government. What are the implica- 
tions of these conclusions for society 
in general and for the members of our 
profession in particular? 


Expenditures on goods and services 
by the federal, provincial and muni- 
cipal governments amounted to more 
than 18% of the gross national ex- 
penditure in 1949. This does not in- 
clude expenditures by government 
boards, commissions and Crown cor- 
porations such as the Canadian Na- 
tional Railways or the Hydro-Electric 
Power Commission of Ontario. And 
quite apart from the figures them- 


selves, the policies of the federal gov- 
ernment — particularly its budgetary, 
fiscal, monetary, exchange, debt man- 
agement and commercial policies — 
have a direct influence upon the rate 
and character of economic activity 
throughout the country, upon the 
levels of employment and upon the 
inflationary pressures that periodically 
arise to plague us. The activities of 
provincial and municipal govern- 
ments are increasingly important as 
the nation has become more indus- 
trialized and the population has 
shifted to urban centres. In Canada, 
where people do not seem to have the 
same deep-rooted suspicion of public 
ownership that prevails in the United 
States, governments have embarked 
on all sorts of operations, some of 
which compete directly with privately 
owned business enterprises. 


Impact on Accounting Profession 

These few comments will suffice 
to emphasize the weight and the ex- 
panding role of government in Can- 
ada and the impact this has had on 
all business activity in the private as 
well as in the public sector of the 
economy. Like everyone else, mem- 
bers of the accounting profession 
have been profoundly affected. In 
addition, the work of the profession 
has been increased and the experi- 
ence of its members broadened and 
enlarged by three developments in 
particular that have resulted from 
increased governmental intervention 
in the workings of society. 

The first of these is the much 
greater degree of government regu- 
lation and control over many of the 
spheres of activity carried out by 
private enterprise. For example, there 
are the requirements of the Com- 
panies Acts; government supervision 
over the sale of securities and of the 
rates established by public utilities; 
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government regulations respecting the 
operations of the chartered banks, in- 
surance companies, trust companies, 
mortgage and loan companies; the 
highly intricate and complicated 
structure of the tariff; and the wide 
range of administrative, regulatory 
and quasi-judicial functions that are 
now carried out by government 
boards and commissions. The second 
of the three developments referred to 
is the creation of a broad and com- 
plex tax structure for raising the vast 
revenues that are now required by all 
three levels of government through- 
out the country. The third develop- 
ment has been the form and extent of 
the administrative structure needed to 
properly record and to control the 
many different forms of governmental 
expenditures. 


Water L. Gorpon, F.C.A. is a 
partner of Clarkson, Gordon & Co. 
and Woods, Gordon & Co. and a 
member of the 
Board of Gover- 
nors, University of 
Toronto. In 1955 
he was appointed 
chairman, Royal 
Commission on 
Canada’s Economic 
Prospects and in 
1958, chairman, 
Committee on the Organization of 
Government in Ontario. At the start 
of World War II he assisted with the 
organization of the Foreign Exchange 
Control Board and later was appoint- 
ed special assistant to the deputy 
minister of finance. In 1945 he head- 
ed a Royal Commission on adminis- 
trative classifications in the public 
service. From 1951 to 1956 he was 
chairman, National Executive Com- 
mittee, Canadian Institute of Inter- 
national Affairs. 





The growth of the accounting pro- 
fession has paralleled the developing 
role of government in these three 
areas. For example, the profession’s 
early and still fundamental function 
of auditing the accounts of corpora- 
tions received special stimulus from 
the requirements of the Companies 
Acts and some of the other legislation 
mentioned. The next big step forward 
for the profession followed the intro- 
duction of income taxation in Canada 
in 1917, which opened a whole new 
field. Almost overnight it became ap- 
parent that accountants would be in- 
creasingly consulted by their clients 
about the best way of keeping and 
presenting their accounts in order not 
to overpay the taxes owing by them. 
As the rates of income taxes have 
been increased, and as the taxing 
statutes have become more complex 
and difficult to follow, the work of 
accountants in this special field has 
become of very great importance. 

In recent years, professional ac- 
countants have found themselves con- 
sulted by their clients, not only about 
the structure of their accounting sys- 
tems, the form of their financial state- 
ments and in connection with taxa- 
tion, but also about various forms of 
management services and techniques 
and, to a lesser degree perhaps, about 
business policies in general. Thus, the 
work of the profession has been 
changing; the whole emphasis is no 
longer upon reporting the results of 
past transactions, or, as some people 
sometimes express it, upon “score- 
keeping”. Now much of the work of 
professional accountants has to do 
with taxation, with a varied list of 
specialized activities usually de- 
scribed in the argot of the profession 
as “management services”, and in giv- 
ing advice to clients about the way 
their enterprises should be organized 
and managed. 
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The foregoing dissertation about 
the growing role of government and 
the way in which the accounting pro- 
fession has been developing in 
parallel, particularly in the last de- 
cade or so, has been necessary in or- 
der that the various services that the 
accounting profession is equipped to 
offer to all three levels of government 
in Canada may be seen in some per- 
spective. In the remainder of this ar- 
ticle are discussed the various ways 
in which members of the profession 
are competent to serve governments 
in Canada. 


Avenues of Service 


In September 1960, the branches 
and departments of the federal gov- 
ernment employed approximately 
185,000 persons on a full-time basis. 
This does not include members of the 
armed services or the employees of 
the various government agencies in- 
cluding such Crown corporations as 
the previously mentioned Canadian 
National Railways and the Canadian 
Broadcasting Corporation. At the 
same time, the provincial govern- 
ments employed about 100,000 per- 
sons on a full-time basis. Again, this 
does not include the teaching staffs 
of provincial universities or the em- 
ployees of provincial boards and com- 
missions. A very rough estimate of 
the number of civil servants in the 
municipal governments throughout 
Canada would be about 100,000 ex- 
cluding teachers and temporary em- 
ployees. Total employment at all 
three levels of government, therefore, 
exclusive of the employees of sep- 
arate government agencies, would be 
in the neighbourhood of 400,000 or 
about 6% of the total labour force. 
This figure might be doubled if the 
employees of all the government 


agencies were included. On either 





basis, it is obvious that the business 
of government in Canada is now big 
business under any definition of that 
term. 


Most chartered accountants by 
their temperament and training are 
eminently qualified for general ad- 
ministrative positions. As the work of 
government expands, including that 
of the various boards and commis- 
sions and Crown corporations, the 
need for sound administrators in- 
creases correspondingly. Many char- 
tered accountants, of course, are now 
in government service, not only in the 
tax departments where their technical 
knowledge is indispensable, but also 
in administrative posts. Probably 
even more members of the profession 
would seek jobs in government ser- 
vice if they felt they would be given 
greater responsibility and be _pro- 
moted on the basis of merit rather 
than seniority, and if they believed 
they could earn as much in govern- 
ment service, or nearly as much, as 
they can in private industry. 


Such reservations about a career in 
government service are valid in part, 
but not wholly so. Men with energy 
and good judgment do get ahead in 
the civil service and in various gov- 
ernment boards and commissions. 
There are enough examples of char- 
tered accountants holding senior gov- 
ernment posts throughout Canada to 
prove that this is so. There is, of 
course, room for a great deal of im- 
provement in the administration of 
the civil service in Ottawa and at pro- 
vincial and municipal levels. It is 
probably true that needed improve- 
ments and reforms of this kind will 
come about more slowly in govern- 
ment circles than they would in pri- 
vate industry. But some measure of 
reform will have to come in the long 
run if governments are to provide the 
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kind of services to the public that are 
now demanded from them. 

It is true, also, when it comes to 
scales of remuneration, that top jobs 
in government do not command as 
high salaries as the very top jobs in 
industry. Government salary scales, 
however, have increased considerably 
in the last 15 years, and respectable 
salaries are now paid to those in top 
positions such as deputy ministers. 
Furthermore, government pension 
plans are on the whole considerably 
more generous than those in private 
industry. Depending upon one’s tem- 
perament, a great deal of satisfaction 
can come from working in the public 
service. 


Recruitment Program Needed 


What is needed is a more conscious 
effort on the part of governments to 
recruit young chartered accountants 
for administrative positions, and then 
to see that they receive appropriate 
recognition as they gain experience 
and take on more responsibilities. For 
their part, chartered accountants who 
are interested in careers in govern- 
ment service should dedicate them- 
selves to seeing that the administra- 
tive machinery in the public sector is 
as efficient and smoothly running as it 
is in private industry. This can be 
accomplished if governments have in 
their employ administrators who are 
as competent and able as _ their 
counterparts in privately owned enter- 
prises. One way of achieving this 
objective would be for governments 
to recruit more members of our pro- 
fession. 

Those chartered accountants who 
remain in practice perform an invalu- 
able service interpreting the statutes 
and government rules and regulations 
to their clients. Without this medium 
of communication in this highly tech- 


nical and complex field, the work of 
government would be much more dif- 
ficult. Furthermore, practising ac- 
countants are available to serve all 
three levels of government as auditors 
of various government enterprises or 
as trained accountants who have the 
necessary skills and broad experience 
that is needed in the conduct of in- 
vestigations of one kind and another. 


Those members of the profession 
who are experienced in the wide 
range of services comprehended by 
the term “management consultant” 
can be invaluable in advising on the 
best administrative organization for 
government departments and agen- 
cies, the installation of costs systems 
and procedures, the use of mechan- 
ical equipment, punch cards and data 
processing, and all the other tech- 
niques of modern management and 
control. No doubt some governments 
will develop their own staffs to carry 
out some of this work, but there will 
always be occasions when it will be 
more satisfactory to call in outside ex- 
perts who are experienced in such 
matters and who can be relied upon 
to be objective. 

It seems probable that in the future 
chartered accountants will be called 
upon increasingly to give advice to 
government leaders, either privately 
or professionally, upon a whole range 
of complex problems, or to serve as 
members of commissions or other 
public bodies of enquiry. Chartered 
accountants are eminently qualified to 
render this kind of service. 


Toward Greater Participation 


Relatively few members of the pro- 
fession in Canada have ventured into 
politics itself, although the Minister 
of National Health and Welfare in 
Ottawa and the mayors of several 
Canadian cities are examples of those 
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who have tried it with success. But, 
quite apart from careers in politics, it 
is to be hoped that, as the account- 
ing profession increases in importance 
and in the respect held for it by the 
public generally, more chartered ac- 
countants will be willing and will be 
encouraged to express their views on 
public issues. By their temperament 
and training, chartered accountants, 
one may hope, are inclined to think 
clearly and objectively. If this is true, 





View of Another Profession 





surely it is important for them to 
analyze the issues of the day and to 
express their views upon them. By 
doing so, they will make an important 
contribution to the better understand- 
ing of such issues. At the same time 
they will help to dispel the image that 
still lingers in the public mind that an 
accountant, even a chartered account- 
ant, is a dull old-fashioned type 
whose main interest in life is figures 
and the balancing of his books. 


It has not escaped notice that all important scientific observations 
have been recorded with a singular fitness of words. The best scien- 
tists have been the best writers upon science. Huxley, Tyndale and 
Osler are good writers of English, because the style of each is in- 
separable from the man. His way of writing is part of himself, since 
a pen is not a machine which proceeds automatically, once it is set 
in motion. It must be governed by a hand which, in turn, is directed 


by a mind. 


There are three kinds of writers: Those who never think at all; 
those who think only as they write; and those who have thought 
before they take pen in hand. Careful observers belong in the last 
category and that is the reason why they write so well. Poor writers 


employ phrases. 


Good writers employ words; and they compel each 


word to give a proper account of itself. They put it to the question. 
They scrutinize it with the same care as they exercise toward the fact 


which they propose to describe. 


If it is weak, or worn, or super- 


fluous, they cast it aside as a good craftsman rejects imperfect 
material. Their writing, then, has symmetry and strength, and fitness 
for the work which it is intended to perform. 


— The Canadian Medical Journal, January 1911 
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The Role of the Accountant in 
Interpreting the Profit Motive 


FRANK S. CAPON, C.A. 


Our way OF LIFE in the free world 
is being challenged as never before, 
not only by foreign forces but also by 
those of our own people who take ex- 
ception to the principles of the free- 
enterprise system. This system, the 
very root of which is the profit mo- 
tive, is surely the one fundamental 
basis for our achieving the highest 
living standard ever attained by any 
community in the history of mankind. 
It seems strange indeed that a system 
which can show such demonstrable 
benefits should in fact be in danger 
of overthrow by inferior systems, but 
unfortunately the defence of the sys- 
tem is complex, difficult to explain 
and difficult for a majority of our 
people to comprehend. 


When a community or nation is at- 
tacked by foreign military forces the 
issues are clear, and it musters to 
its defence the military institutions 
(army, navy and air force) which it 
has established for this purpose. The 
attack against our way of life is no 
less real, and as a community we 
must muster the appropriate institu- 
tions to its defence. In this instance, 
the accounting profession is one of 
the institutions that should assume its 
proper responsibility for defending 
our way of life against socialists and 
others who would remove its very 
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root, the profit-incentive, free-enter- 
prise system. The discussion of this 
thesis may be crystallized in the fol- 
lowing five postulates: 
Profits are essential to our way of 
life. 
People do not understand profits. 
Accountants determine profits and 
therefore understand them. 
Profits must be explained to all 
people. 
Therefore accountants must explain 
profits. 


Profits Essential 

Profits are essential to our way of 
life. That is a high-sounding phrase, 
and it is stoutly denied by our very 
vocal and plausible socialists. The 
majority of the world’s people, and 
probably the majority of Canadians, 
would disagree with the statement 
were they asked it as a direct ques- 
tion. Is it true? Just what does it 
mean? What is the function of pro- 
fits that is so important to our way 
of life? 

From the beginning of recorded 
history various civilizations or com- 
munities have tried different eco- 
nomic philosophies. Absolute mon- 
archies placed total national wealth 
in the hands of the king, who handed 
out what he considered necessary to 
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his people. The feudal system left 
virtually all property in the hands of 
the nobility but guaranteed a sub- 
sistence living for the serfs. Various 
forms of socialism, communism and 
fascism have placed the full economic 
power in the hands of government, 
originally a freely elected government 
but inevitably degenerating into a 
self-perpetuating power clique in virt- 
ually every case. On the other hand, 
there is the free-enterprise approach, 
supervised by governments freely 
elected under universal suffrage and 
reinforced with freedom of speech, 
freedom of assembly and freedom of 
thought in all matters. 


Having seen all these systems in 
operation, what can we see of their 
results? There is only one possible 
conclusion. Free enterprise has de- 
monstrably outperformed all other 
systems in providing by far the high- 
est living standards for the mass of its 
people. People living in capitalist 
countries have higher living standards 
and enjoy infinitely more freedom 
than have people living under any 
other system in recorded history. 
These are not pious statements; they 
are demonstrable facts, clear and on 
the record. Why is it so? Because 
the incentives offered to individual 
men and women under the free en- 
terprise system are more effective 
than the incentives offered by any 
other system. These incentives are 
complex, and an entire volume or set 
of volumes could be written on them. 
However, in a capitalist economy, the 
sum total of the incentives can be 
wrapped up under one heading “pro- 
fits”. In the final analysis, virtually 


all the economic decisions — those 
that affect our living standards, our 
wage rates, our competitive status in 
world markets — are determined by 
profit considerations. 


Thus it is pos- 
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sible to recognize profit as the very 
cornerstone of the  free-enterprise 
system. In so doing, we must, of 
course, recognize that profit is never 
an end in itself; rather, it is a com- 
pensation for some efforts expended, 
a reward which was anticipated in 
the rendering of the effort or service. 


Feature of Free Enterprise Only 


The profit incentive of the individ- 
ual, in the form of salaries or wages, a 
share of crops, etc., operates under 
virtually every economic system, but 
the profit motive in business transac- 
tions is fully developed only under 
free-enterprise capitalism. The right 
to put money to work to earn a return 
is a corollary to the right to own 
private capital. Under communism 
or socialism the citizen does not own 
capital and is not concerned with 
putting it to work; that is the job of 
government! But those of the free 
world who own capital, in even the 
smallest amounts, are free to invest 
it or to lend it to others in return for 
a profit or fee. We may lend it to 
government to build public works, 
and receive interest. We may lend it 
to corporations in the form of mort- 
gages or bonds and receive something 
more than the government bond in- 
terest rate because there is a greater 
risk that a corporation may default. 
Or we may take the real risk of put- 
ting it into equity stock, either buy- 
ing shares in companies or even form- 
ing our own businesses. In this case, 
we expect dividends (or profits) 
somewhat higher than any bond in- 
terest rate because we run the risk 
of losing our capital if the business 
does not prosper. 


Thus the urge to earn a return 
causes people to strive to accumulate 
capital and to employ it, and the 
chance of worthwhile profit makes 
them take the risks which bring about 
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new businesses, new products, great 
advances in living standards and in 
material happiness. Why does this 
not happen under a socialist planned 
economy? It is because government, 
being inanimate, is not moved by in- 
centives. Only people can enjoy the 
fruits of enterprise. Slave labour can 
be employed to accomplish great 
tasks. Slaves built the pyramids, en- 
slaved captives built most of the Ro- 
man roads and manned the great 
galleys. A country such as Russia, 
which had scarcely subsistence living 
standards at the time of the Com- 
munist revolution, can raise those 
standards materially and fairly quick- 
ly with planned economic drives 
backed up with armed police and 
gestapo control of the activities of all 
its people. But as those standards rise, 
the capitalist motive of incentive 
begins to raise its head. Educa- 
tion had to be improved, to teach- 
ers were paid salaries higher than 
those of almost any other profession. 
Once living standards in Russia get 
well above subsistence levels, people 
will start to accumulate capital in 
one form or another, legally or il- 
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legally. Only an incentive system will 
then succeed in employing this cap- 
ital to raise the living standards fur- 
ther to meet those of the free world. 
Enterprise alone can achieve what the 
inanimate force of government will 
not achieve through control and regu- 
lation. 


Mystery of Profits 


People do not understand profits. 
This second postulate sounds absurd 
when we realize that the benefits of 
our profit system surround us every- 
where, and also that so vast a propor- 
tion of our people are capitalists in 
their capacities as shareholders, bond 
holders, mortgages, life insurance 
policy holders, bank depositors and 
so forth. Yet, to a horrifying per- 
centage of our people “profit” is a 
dirty word. It is a word that can 
draw out all the eloquent fire of our 
socialist orators and intellectuals, our 
union leaders, and often our politi- 
cians who seek always to place onto 
inanimate corporations the blame for 
personal shortcomings and failures. 
“Profit is earned by the sweat of the 
brow of the underpaid worker”, they 
screech, never pointing out that the 
said worker is better paid under the 
profit system than under any system 
about which they happen to be 
preaching. 


Why, then, are profits not under- 
stood? Primarily, most people are 
just too busy to stop to think about 
such mundane matters. They are 
too busy working to earn more, or 
watching TV, reading books, going 
skiing, playing bridge, or any one of 
a thousand more interesting activities 
than trying to understand profits. As 
living standards rise, people have 
more time for self-indulgence and 
pleasure, becoming less concerned 
with the unpleasant and burdensome 
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worries of economic and _ political 
crises. So it was in the decline and 
fall of the Roman Empire and of all 
prior civilizations. The “have nots” 
will always be more aggressive than 
the “haves” simply because they must 
fight for subsistence, and obviously 
their target must be those whose liv- 
ing is far above subsistence. 

The attack against our way of life 
is infinitely more insidious than that 
faced by the Romans, because it is an 
attack by words rather than arms, 
aimed at those of us who are ignorant 
of the facts, and often directed by our 
own “thought leaders”. Many of the 


statements decrying capitalism sound 
so logical to our masses. When they 
hear or read the critical blasts against 
the profit system, they are all too 
prone to listen and agree because on 
the surface these criticisms are very 
plausible. Furthermore, because pro- 


fit is not an end in itself, an under- 
standing of profit must depend on an 
understanding of the true composition 
of profit and the forces or transactions 
which result in profit. All of this 
sounds so complex as to be beyond 
the comprehension of most people. 
But is this really so? 


How Revenues Can Be Increased 


The fundamental workings of the 
profit system are simple and easily 
explained. How do companies make 
profits, and what are the effects of 
profits on the people as a whole? 
Profit is the difference between re- 
venue and costs. To increase profit, 
either revenue must go up or costs 
must go down. Let us look first at 
the ways of’ increasing revenue. 


Selling prices can be increased, but 
competition both at home and abroad 
makes this difficult. It is easier to 
strive for increased sales, and this 
can be done by reducing selling 
prices. If a sufficient extra volume can 


be achieved through a price reduc- 
tion, the public benefits in two ways: 
it gets the goods for less and there is 
greater employment. This is, of 
course, how our big gains in living 
standards have been made; the drive 
for higher total profits in a com- 
petitive economy is through lower, 
not higher, selling prices. 

Sales can be increased through of- 
fering new products. Money is inves- 
ted in research, and brand new pro- 
ducts are offered to the people to 
make living more enjoyable. There is 
a great risk that research costs will 
be lost and that nothing will come 
from this effort, so there must be a 
chance of good profit for successful 
research or money will not be spent 
in this way. Yet it is always the public 
that benefits from a new product. 

Sales revenue can be increased by 
gaining business from competitors, 
and this can only mean by reducing 
prices or by offering more quality or 
more service at the same price. Thus, 
once again, the public gains because 
of the urge for profit. 

In a competitive economy the only 
sure condition under which profits can 
be increased by raising selling prices 
is where there is a monopoly or a 
price-fixing agreement. But we have 
laws against such abuses, and our 
history has shown that our govern- 
ment employees have been more 
zealous in enforcing these laws than 
almost any other. 


How Costs Can Be Cut 


Moving to the alternative of reduc- 
ing costs, we find another group of 
possible actions for increasing pro- 
fits. The big cost item is usually 
salaries and wages, and we can reduce 
these either by cutting pay rates or 
reducing staff. Pay rates, like selling 
prices, are set by competition, and 
companies that do not meet the mar- 
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ket price will not attract good em- 
ployees. The number of employees is 
dictated by the volume of work and 
the processes used, and a reduction in 
staff can be accomplished only by 
improving processes. Thus there is a 
constant effort to reduce salary and 
wage costs by improving processes, 
which is always converted eventually 
into lower prices to customers. “This 
makes unemployment,” scream the 
union heads. Such a claim is demon- 
strably untrue, for efficiency makes 
more employment as living standards 
rise, and our entire history can be 
used to prove the point. 

Raw materials are another import- 
ant item in cost, and there is a con- 
stant effort to buy from cheaper sup- 
pliers, develop new sources, reduce 
costs so as to make it possible to 
reduce the selling price of the pro- 
duct and increase profit through in- 
creasing the volume of business. 

The profit motive is commonly used 
in another important way. The res- 
ponsibility of decision-making in the 
free-enterprise system rests on man- 
agement. Managers make the deci- 
sions which result in profit or loss, 
and the profit theory requires that 
managers share in profits in order to 
give them an incentive to increase 
profits. Most companies have some 
form of incentive remuneration for 
managers, and statistics show that 
managers are better paid in the more 
profitable companies than in the less 
profitable. Fundamentally, the job of 
top management is planning for profit 
— it spends its entire time searching 
for ways and means of increasing pro- 
fits through expanding sales, improv- 
ing efficiency, introducing new pro- 
ducts, and branching out into new 
ventures. Its success always brings 
more employment, more goods at 
lower prices and better living for our 
people. 


Accountants as Interpreters 

Accountants determine profits and 
therefore understand them. This is, 
of course, manifestly true. The main 
function of accountants, to which all 
other functions are ancillary, is the 
recording and matching of costs and 
revenues so as to arrive at the results 
from operations for the period. To 
match costs and revenues accurately, 
the accountant must understand the 
nature of each item or transaction. He 
must understand the _inter-relation- 
ship of business transactions and be 
able to measure the result of each 
management decision so that man- 
agement in turn can check the validity 
of its planning. Of all the special 
skills used in business below the top 
management level, only the account- 
ant is trained to understand the re- 
sults and effects of every transaction, 
to group them into meaningful units, 
and to draw up reports on the effec- 
tiveness of each plant, each depart- 
ment or each function. He alone must 
be absolutely factual and objective. 
We expect colour from salesmen, 
optimism from research scientists, 
low-cost estimates from production 
men, but we must have uncoloured 
facts from accountants if the decisions 
which must be based on these facts 
are to be sound. Of all the special 
groups or professions, accountants 
must have a complete understanding 
of the components of profit and its 
effects. 

Profits must be explained to all 
people. Because of the countless ways 
in which business profits affect our 
lives, and because profits have in fact 
given us our high living standards, it 
is vital that they be understood and 
defended. The attack against profits 
is heavy and continuous, and it is 
developing rapidly into a war of 
economic slavery against freedom. 
Those who understand the issues can- 
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not stand idly by and let the battle 
go by default. If our people under- 
stand how profits work, they will 
never be fooled by the anti-profit pro- 
paganda. But they do not understand, 
and there is all too little time left 
to convince them, for the anti-profit 
forces are gaining ground rapidly. 


Responsibility of Accountants 


Therefore accountants must explain 
profits. Thus we come to the last pos- 
tulate. Only those who understand 
can explain. On accountants falls the 
heavy responsibility for telling the 
profit story, using every communica- 
tion means we have. We must devise 
financial statements that are some- 
thing more than technical work 
sheets. We must find ways of show- 


ing conclusively who benefits from 
selling price changes, increased divi- 
dend rates, increased efficiency, lower 
labour costs, advertising, research, 
tariff protection, corporation income 
tax and all the other components of 
profit. We must take the offensive 
against those who rant against profit, 
particularly those in our own country 
such as labour leaders, politicians, in- 
tellectuals and socialists. We must tell 
the other side of the story and make 
it so interesting that people will lis- 
ten, make it so clear that they must 
understand. If we are the only pro- 
fession that really understands pro- 
fits, we have a professional respon- 
sibility to uphold our free-enterprise 
system and all the other freedoms 
which depend upon it. 


The Changing Definition of “Employee” 

The image which many employers, unions, citizens, and educa- 
tors have of the man at work is already somewhat behind the times, 
and will change even more radically during the sixties. Perhaps the 
more significant changes in this image are these: 

a. The drastic rise in the number of professional, technical, man- 
agerial and staff specialists in industry, and the prospect of even 
greater increase in the years ahead; 

b. A levelling off or decline in the number of unskilled workers, 
and a further drastic falling off of the ranks of farmers and farm 


workers; 


c. The demand for more skilled workers, with the further pro- 
vision that many new skilled trades will be demanded, together with 
changes in the present lines of craft organization of the work force; 

d. An increase in the number of service, clerical and sales work- 
ers which exceeds all other categories of occupations. 

—G. S. Odiorne, “Jobs and Working Conditions in the 
Sixties”, Michigan Business Review, March 1961. 
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Training for a Career in Accountancy 


CLEMENT L. 





FROM THE VANTAGE point of 1961 it 
appears that the problems of training 
for a career in accountancy in 1911 
were relatively uncomplicated. The 
same may be said in 2011 of the prob- 
lems of today. Until recent years 
there was a high degree of unanimity 
that the purpose of the chartered ac- 
countant’s training program was to 
prepare students to practise as public 
accountents. Because for some years 
something more than half the number 
of new members have been moving 
into industry, many members now 
question the validity of the present 
training concept. They hold that be- 
cause of the place occupied by chart- 
ered accountants in the community, 
the training program should be al- 
tered to train prospective chartered 
accountants not only for public ac- 
counting but also for the other posts 
they are likely to occupy after quali- 
fication. 


Present Admission Requirements 
No attempt will be made here to 
detail the relatively minor, but nu- 
merous, variations existing among the 
ten Provincial Institutes as to the re- 
quirements for practical experience, 
studies and examinations before be- 
ing qualified for admission as a chart- 
ered accountant. As in any profes- 


KING, F.C.A. 


sional training program, these re- 
quirements are designed to ensure 
at least the minimum education and 
training needed to serve the public 
properly. They contemplate that the 
individual will expand his knowledge 
through experience and study as he 
practises his profession. In broad 
terms, students who are not university 
graduates but who have completed 
the normal high school graduation 
requirements of their province must 
have five years experience in the of- 
fice of a practising chartered account- 
ant. For a university graduate with a 
baccalaureate degree four years ex- 
perience is sufficient, and if his uni- 
versity course has contained at least 
the required studies in accounting, 
auditing, economics or similar busi- 
ness subjects, he ordinarily needs 
three years experience, although in 
some instances only two vears are re- 
quired. 

Concurrent with the practical ex- 
perience, the prospective chartered ac- 
countant must complete satisfactorily 
a specified course of studies. Most In- 
stitutes use as the basic material the 
Chartered Accountants’ Course of In- 
struction, a correspondence course di- 
vided into five years with 26 lessons 
in each year. Each lesson is designed 
for one week’s study. The lessons of 
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the first year, designed to lead to the 
primary examination, cover law 
(commercial and statute), auditing 
and accounting. Those of the next 
two years prepare the student for the 
intermediate examinations and _ in- 
clude lessons on law, economics, au- 
diting and accounting. The lessons 
of the final two years complete the 
preparation of the student for the 
final examination and include lessons 
on auditing and accounting. 


In Quebec and Manitoba the in- 
struction is by way of lecture sessions 
given under the auspices of universi- 
ties in the provinces. Many of the 
other Institutes supplement the cor- 
respondence course by organized lec- 
tures or discussion sessions, and in ad- 
dition there are a number of rela- 
tively minor variations in course 
content. 


A high school graduate will norm- 
ally sit for the primary examination 
at the end of the first year, the inter- 
mediate examinations at the end of 
the third year and the final examina- 
tions at the end of the fifth year. The 
primary examination, where it is re- 
quired, is a Provincial Institute exam- 
ination. Since 1939, the intermedi- 
ate and final examinations have been 
uniformly adopted by all of the Pro- 
vincial Institutes, thus giving the pro- 
fession in Canada uniform examina- 
tion entrance requirements. 


University graduates with a Bach- 
elor of Commerce degree, or equiva- 
lent, usually are obliged to take the 
third, fourth and fifth years of the 
course and to pass the intermediate 
and final examinations. However, as 
stated above, in some Provincial In- 
stitutes the experience requirement 
for such students is only two years, 
or the intermediate examination is 
not required in certain circumstances. 


Some years ago the Board of Exam- 


iners-in-Chief stated that it was the 
policy of the Board to gauge the final 
examination requirements at a level 
that would indicate that the success- 
ful candidate demonstrated that he 
could properly serve the clients whom 
he would likely attract if he set up a 
practice in a medium-sized commun- 
ity. While such a policy is incapable 
of precise and uniform interpretation, 
inherent in it is an awareness of the 
need to protect the public interest 
and the recognition that the required 
levels of knowledge and achievement 
may change with changing times. 


Training for Industry? 


In the last decade the profession 
in Canada has expended, through the 
medium of a number of special study 
committees, a great deal of thought 
and effort on the analysis and critique 
of the training program for entry to 
the profession. This has come about 
because of the ever-increasing tempo 
of changes in business conditions and 
the fact that business has absorbed 
half of the members of the profession. 
Chartered accountants, whether in in- 
dustry or in practice, still believe that 
the main duty of the profession is to 
train members for public practice, 
but they have some doubts as to 
whether or not the profession also 
has a responsibility to provide the 
basic training in the other area fol- 
lowed by half its membership. In- 
dustry has a legitimate right to ask 
that young people be trained for its 
ranks; the profession has not yet made 
up its mind as to its responsibility for 
providing some training for those 
members who may take positions as 
potential executives in industry. 

The answer to this question will 
not come easily. The basic training 
for admission to the profession con- 
tains qualities that will make mem- 
bers of the profession eligible candi- 
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dates for executive training in indus- 
try. Circumstances of the future will 
likely require this basic training to be- 
come more and more a training in 
fundamental concepts. The greater 
the extent and success in such train- 
ing, the greater is the flexibility of 
the individual to apply the funda- 
mental concepts to varied situations. 
Thus, there will be an increase in the 
extent to which members will be good 
potential executives and attractive to 
industry. 

It does not follow that because its 
members have a basic training that is 
attractive to those in fields other than 
public accounting, the training pro- 
gram of the profession need be alter- 
ed or extended. This need be done 
only if it is in the public interest. 
The profession has been, and will be 
for some years to come, the organiza- 
tion best qualified to train persons 
for public accounting. The universi- 
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ties have proved to be the best quali- 
fied to train in intellectual skills. 
Since this approach will be more im- 
portant to the industrial world than 
that which provides detailed skills for 
a particular enterprise, it seems rea- 
sonable that the universities rather 
than the accounting profession should 
carry the basic responsibility of train- 
ing people as potential executives for 
industry. Further, the plan to require 
university graduation as a prerequi- 
site to training for the profession will 
create a practical difficulty in meet- 
ing the needs of the profession and of 
industry. For the first few years, at 
least, the proportionate inflow of stu- 
dents may be lower than has been the 
case in recent years. 


It is to be hoped that the profession 
will continue to have many members 
attractive and attracted to industry. 
However, this result should be a by- 
product rather than a joint-product 
of the training program of the profes- 
sion. When this ceases to happen, it 
will be a sign that the professional 
training program has become too nar- 
row and has lost touch with the needs 
of the community. 


Broadening the Training Program 


If we accept the thesis that the 
practice of public accountancy is de- 
termined by what the public or con- 
sumer thinks it should encompass, as 
well as by what the practitioner 
thinks it should be, the development 
of the last half century will provide 
guides for the next. The chartered 
accountant has developed from the 
liquidator and searcher for fraud to 
one who gives credibility to financial 
statements, an expert in income taxes, 
a consultant on the many problems 
of accounting and business controls. 
It is not likely that the profession will 
fulfil the role expected of it if the 
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profession regards its area as solely 
that of giving credibility to financial 
statements. Its members and the con- 
sumer public are going to ask it to 
provide those other services in which 
its basic training leads members to 
have competence. 


The increasing diversity and com- 
plexity of business operations also 
pose new and ever-changing prob- 
lems for the public accountant in his 
role as auditor. This and the proba- 
bility that the profession will continue 
to have a broadening area of activity 
make it necessary that training of 
members continue to expand. Chart- 
ered accountants must remain com- 
petent in the areas in which they pur- 
port to be experts and must have the 
ability to know whether or not they 
are competent in any particular area. 
This does not mean that the training 
of all chartered accountants must 
cover all or most of the specialized 
skills. This would be a practical im- 
possibility today and certainly no 
more readily attainable in the next 
generation. It does mean that the 
required training must be sufficiently 
well grounded in fundamentals that a 
member will be enabled to under- 
stand and apply them to the specific 
circumstances and conditions of each 
problem as it presents itself. 


Professional Viewpoint 


The professional accountant has 
only two qualifications to justify his 
place in the community: technical 
competence and intellectual integrity. 
Unless both are present in all he does, 
he is not acting as a public account- 
ant, and a compromise of either in- 
jures himself and the profession. No 
one harms his standing by admitting 
lack of competence in a special area. 
Inability to recognize lack of capacity 
in a special area is a lack in basic 


technical training. Unwillingness to 
acknowledge lack of capacity in a 
special area is a lack of the necessary 
standard of professional integrity. 

Because of the probable nature of 
the growth and expansion of business 
and its demands, a crucial area in the 
training of the members will not be in 
the technical area but in that of pro- 
fessional concepts. By its nature this 
will be the more difficult area with 
which to cope, but the more vital 
from the standpoint of the profession. 

The profession must attract to its 
ranks those who are able and willing 
to acquire not only the minimum 
technical knowledge for entry into the 
profession but also, from year to year, 
the further knowledge necessary to 
keep pace with the increasing de- 
mands of the community. Members 
must have a sufficiently inquiring 
state of mind to question continually 
the validity of accounting concepts 
and auditing techniques as they ap- 
ply to changing conditions. 

The purpose in demanding experi- 
ence in the office of a practising 
chartered accountant is, in part, to 
ensure that the prospective chartered 
accountant comes in contact with and 
absorbs the concepts of a professional 
attitude. This first-hand experience, 
blended together with formal study 
and reading of current literature pro- 
duces an awareness of professional 
integrity, its requirements and _ its 
place in the practice of public ac- 
countancy. 


Future Entrance Requirements 

The Provincial Institutes’ Commit- 
tee on Long-Range Educational Plan- 
ning has recommended, and the In- 
stitutes have adopted in principle, 
that within ten years no one be ad- 
mitted to training as a student with- 
out a baccalaureate degree from a 
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university of recognized standing. If 
we concede that business is to con- 
tinue to grow in complexity and that 
there are practical limitations on the 
time and extent of the training for 
qualifications as a public accountant, 
it follows that those entering as stu- 
dents must first have secured a requir- 
ed minimum training in the handling 
of facts and ideas, in learning to 
think. This is not to imply that this 
quality is lacking in those who have 
not gone to university, but it appears 
that the most satisfactory way of en- 
suring this necessary level of basic 
education and training is to insist on 
university graduation as a prerequi- 
site to training as a chartered ac- 
countant. 


Given this level as the starting 
point, the courses of instruction for 
training in public accountancy can 
include the necessary coverage of the 
required subjects in the two or three 
years that will be acceptable as the 
period of training. Probably more 
will have to be covered in this period 
of years in the future than at present. 
This arises not from any lack in to- 
day’s training but because tomorrow’s 
training must expand in content and 
depth of coverage. 


Understanding the Fundamentals 


Greater attention must be given to 
the basic functions of accounting. 
Business transactions must be re- 
corded so as to tell not only what has 
happened but also what may be done 
to influence future events. Greater 
attention will also have to be given 
to the clarification and understanding 
of the principles of accounting so 
that the practitioner can be surer of 
their proper application in an ever- 
widening variety of circumstances. To 
be able to evaluate with greater val- 
idity and accuracy the effect of pro- 


cedures followed in a particular cir- 
cumstance, he will need more knowl- 
edge in management’s use of account- 
ing data. 

Because the public will ask it, the 
training will have to set the stage for 
the accountant to become more 
knowledgeable in the varied mechan- 
ics by which the processing of ac- 
counting data leads to reports for 
management. A few years ago many 
of us learned that the processing of 
an order for merchandise resulted, 
among other things, in a debit to an 
account receivable and a credit to a 
sales account. Today this debit may 
be a magnetic impulse or a lack 
thereof on a metallic drum reflecting 
the information by the use of the 
binary rather than the decimal sys- 
tem of numeration. 


The formal training can do little 
more than open the door to the exist- 
ence of a new development, but it 
must foster an appreciation of the 
problems of management and of the 
auditor in making the best possible 
use of the achievements of science. 


With auditing, as in accounting, 
the principles are the same for all 
businesses. The variety of businesses 
and the techniques of recording busi- 
ness transactions are continually ex- 
panding. A sound understanding of 
the end result of the accounting pro- 
cess is necessary to a valid assess- 
ment of the reliability of the process. 
In the last 50 years auditing has 
changed from a detailed check of all 
transactions to the test in depth of 
portions of the accounting process 
and the analytical review of transac- 
tions. Of necessity, this trend will 
continue. The accountant is going to 
have to devise better means of ensur- 
ing that the test sample is truly re- 
liable. He is going to have to be bet- 
ter equipped by training and experi- 
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ence to analyze and evaluate the re- 
sults of the various segments of the 
accounting process. For example, he 
must be able to equate the extent to 
which he can rely upon the check 
points built in to an electronic com- 
puter program in the same fashion as 
he now evaluates the reliance he can 
place upon the automatic cross-checks 
resulting from the work of one person 
having to tie in with that of another. 


Management and Specialization 


Because most chartered account- 
ants will have to assume executive 
responsibility either in industry or in 
conducting a practice, it seems desir- 
able that the formal training program 
encompass at least an introduction to 
the problems of management. The 
accountant will be better able to as- 
sist management in increasing the ef- 
ficiency of the recording of and re- 
porting on business transactions if 
he has a good understanding of the 
manner in which management can 
use such information. Unless the re- 
cording process produces information 
of this nature, it is not properly or- 
ganized or efficiently operated. While 
historical data are required, full bene- 
fit of the compilation is attained only 
when the information helps in avoid- 
ing the mistakes of the past and in 
capitalizing on proven sound prac- 
tices. 


While the impact of taxation is one 
of the major factors in all business 
decisions and tax practice constitutes 
a significant portion of the average 
accountant’s practice, it does not seem 
feasible that the formal training pro- 
gram could include more than an in- 
troduction to the subject. The field 
has become complex because a high 
level of taxation is here to stay; it 
will become more complex. More 
and more accountants recognize that 


to be an expert in this area is a full- 
time occupation in itself. 


With the introduction of university 
graduation as a uniform entrance re- 
quirement for students, there will fol- 
low later a pressure to have all the 
theoretical training done by or 
through the universities. Provided 
this professional training can be car- 
ried on concurrent with the practical 
experience, so that the aura of pro- 
fessional development is maintained, 
the mechanics will not matter. A 
complete divorce of theoretical train- 
ing and professional experience would 
result in the production of skilled 
technicians rather than professional 
practitioners. 


Post-Qualification Training 

The profession already feels that 
the practical limitations of the length 
and difficulty of the training period 
leave something to be desired in 
equipping members to carry out prop- 
erly the various responsibilities that 
come to them after qualification. 
That this is so is no reflection on the 
present training program; it cannot 
do all things for all people. As in all 
professions the training program is 
the basic requirement for entry to the 
profession; it cannot encompass all 
that every practitioner need ever 
know. The profession is coming to 
recognize that there are many areas 
which require competence of a level 
well above the average. Many mem- 
bers now believe that the profession 
should offer some help in securing 
this extra level of competence. This 
has led to extensive studies on the 
need for continuing education, and 
the next generation will see many 
seminars, lectures and correspond- 
ence courses designed to assist chart- 
ered accountants seeking extra knowl- 
edge in special fields such as elec- 
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tronic data processing, income taxes, 
sales taxes, management reporting 
and organization, accounting for and 
auditing of specialized industries and 
other matters. It is likely that as the 
profession gains experience in this 
area of continuing education, the pro- 
grams will become more formally or- 
ganized and designed to cover well- 
defined areas. When this happens, 
those completing the courses success- 
fully will seek some recognition of 
their achievement, and this will open 
up the question of specialization and 
specialist recognition. This is perhaps 
an inevitable development, and one 
to be welcomed when circumstances 
are appropriate. 


Conclusion 

As in standards of living and the 
scope and size of business activity, 
the accounting profession has under- 


gone major changes in the last 50 


years. The complexities of practice 
have increased, the scope of services 
rendered have widened, its member- 


ship has multiplied many times, and 
its stature in the community has 
grown substantially. It is highly 
probable that the next 50 years will 
bring changes proportionately as 
great. 


The profession is demonstrating 
that it realizes it must meet the 
changing needs of the community. It 
is contemplating the need for a wider 
preparation in the area of general 
knowledge and training as a pre- 
requisite for admission. As in the 
past, it will require higher standards 
of technical knowledge and com- 
petence and of professional integrity. 
It will encourage and assist members 
to add continually to their knowledge 
so that they may improve their capa- 
cities in the varied areas in which it 
is expected to be competent. If its 
members attack these problems with 
the same vigour as their predecessors 
faced up to theirs, at the close of the 
twentieth century the profession will 
be entitled to be proud of how they 
have nurtured their heritage. 





Management Consulting -- 
A Growing Field 


JAMES J. MACDONELL, F.C.A. 


ONE OF THE FASTEST growing busi- 
ness services in Canada today is un- 
doubtedly management consulting. 
In the remarkable developments that 
have occurred in this field during the 
period since the end of World War 
II, chartered accountants have played 
an important part. Recently, a pro- 
minent professional engineer, who 
has headed his own management con- 
sulting firm in Canada for nearly 20 
years, said that in his view chartered 
accountants are now dominant in the 
field of general management consult- 
ing in this country and that he sees 
no likelihood of this position chang- 
ing in the future. He expressed re- 
gret that members of his profession 
are not coming into this field in 
greater numbers, and contrasted the 
situation in Canada with that in the 
U.S., where, proportionately, many 
more professional engineers engage in 
management consulting practice. 


Defining the Term 


Before discussing the reasons why 
members of our profession have be- 
come so active in this field and the 
part they are playing in its develop- 
ment, let us look at what the term 
“management consulting” means, the 
reasons for its growth and its current 
position in Canada. 


There are many ways of describ- 
ing the services rendered under the 
generic heading of “management con- 
sulting”. The 1960 directory of con- 
sultant members of the American 
Management Association classifies the 
705 listed members or member orga- 
nizations into nine basic categories 
as follows: 

A.—General consultants in manage- 

ment 

B.—Financial management 

C.—Insurance management 

D.—Manufacturing management 

E.—Marketing management 

F.—Office management 

G.—Packaging 

H.—Personnel management or in- 

dustrial relations 

I.—Research, engineering, or con- 

struction. 

It then lists a tenth category 
“Specialists in Other Fields” further 
subdivided into 73 different specializ- 
ed services ranging alphabetically 
from “Acquisitions, Mergers, or Di- 
versification” to “Traffic Studies”. 
This same AMA publication lists 47 
Canadian members or member firms 
practising as management consult- 
ants. Apart from consultants that 
specialize in one type of business 
service such as executive recruitment 
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or public relations and so describe 
themselves, “management consultant”, 
“consulting management engineer”, or 
“consulting engineer” are the terms in 
most frequent usage. But in Canada 
the latter two designations may only 
be used by members of a recognized 
professional engineering society. 
Thus, the general term “management 
consultant” is coming more and more 
to be associated with the larger firms 
and organizations in the consulting 
field that provide a relatively broad 
and diversified range of consulting 
services in the areas of general man- 
agement. marketing management, 
manufacturing management, finan- 
cial management, personnel and 
industrial relations management and 
office management. Such firms usual- 
ly employ specialists with technical 
qualifications and experience in such 
areas as: 





James J. Macponett, F.C.A., a 
partner in the Montreal office of 
Price Waterhouse & Co., has been re- 
sponsible for the 
direction of man- 
agement consulting 
services for his firm 
in Canada since 
1945. A_ frequent 
speaker and writer 
on management 
topics, he served 
on a number of In- 
stitute committees. From 1954 to 
1956 he was chairman of the mag- 
azine and publications committee. In 
1956 he was named a Fellow of the 
Ontario Institute. In 1958 he headed 
a special sub-committee of the Que- 
bec Institute to study the rules of pro- 
fessional conduct as they apply to 
members engaged in management 
consulting practice and is currently 
chairman of the Institute’s committee 
on management consultants. 





Organizational analysis and planning; 
personnel recruitment; wage and 
salary administration; supervisory 
training programs; job evaluation; 
economic forecasting; market an- 
alysis and research; management 
controls; management reporting 
systems; financial analysis; bud- 
getary control; distribution cost an- 
alysis and control; manufacturing 
cost controls; work measurement; 
wage incentive plans; plant layout; 
materials handling; production 
planning and scheduling; purchas- 
ing and procurement procedures; 
inventory planning and control; of- 
fice systems and procedures; rec- 
ords management; mechanized and 
electronic data processing; opera- 
tions research. 

This is a somewhat formidable list, 
but a number of the management 
consulting firms and management 
consulting departments of large pub- 
lic accounting firms in Canada today 
cover every one of the listed areas, 
and more. 


Reasons for Growth 


Much of the credit for the phenom- 
enal expansion of management con- 
sulting in recent years must be given 
to the sustained and unparalleled 
period of business prosperity and in- 
dustrial growth that this country and 
the U.S. have experienced, with only 
a few relatively mild recessions, dur- 
ing the past two decades. Compari- 
son of the GNP of 1939 and 1959, 
or the 1960 income statements, bal- 
ance sheets and operating statistics of 
any of the larger corporations of both 
countries with the corresponding fig- 
ures of 10 or 20 years ago, provides 
graphic evidence of the economic ex- 
plosion that has occurred. During all 
of this period the commodity in short- 
est supply has not been men, ma- 
terials or even money. It has been, 
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and is today, management talent. Per- 
haps, more than any other single fac- 
tor, this accounts for the rapid growth 
of management consulting, particular- 
ly in the past decade. Top manage- 
ment, hard-pressed for skilled and ex- 
perienced assistance to cope with ex- 
pansion plans, has turned to outsiders 
for help. 


A second reason is the quality of 
the management consulting services 
now available. While management 
consulting has not yet achieved the 
status of a recognized profession, it 
is moving closer all the time. In the 
earlier years the field was, unfortu- 
nately, attractive to charlatans and 
quacks who preyed upon the gullible. 
But in recent years many professional 
men — engineers, accountants and 
others — as well as highly trained 
specialists, have found in manage- 
ment consulting work a satisfying out- 
let for creative ideas and talent un- 
der working conditions that provide 
maximum freedom of action, inde- 
pendence of thought and the stimu- 
lus of analyzing and solving a wide 
variety of complex problems. Such 
a working environment, with the em- 
phasis on providing service in the 
highest professional sense to the busi- 
ness community, is not easily matched 
in industrial or commercial life. As 
a result, many mature, experienced 
men who had attained positions of 
senior responsibility in industry have 
also turned to management consulting 
to find rewarding careers that provide 
exceptional interest and challenge. In 
short, the qualifications — in terms of 
experience, skill and personal charac- 
teristics — of management consult- 
ants, as a group, stands today at a 
high point due in equal measure to 
the calibre of the men who have be- 
come attracted to the work and to the 
high standards set by the leading 
firms in the field. 


A third reason for its increasingly 
rapid rate of growth in recent years is 
the mantle of respectability which 
management consulting has slowly, 
and somewhat painfully, acquired. It 
is not so many years ago that com- 
panies were inclined to conceal the 
fact that they had retained manage- 
ment consultants, primarily because 
their top managements had the un- 
easy feeling that it might be con- 
strued by the public — and by share- 
holders and competitors — as a sign 
of corporate weakness and evidence 
of their own inability to cope with 
problems. All this is changed. So 
much so that the limiting factor on 
the growth of many of the top man- 
agement consulting organizations, at 
the present time, is not lack of work 
but rather the shortage of men prop- 
erly qualified to do it. Today, most 
of the leading corporations in Canada 
and the U.S. — companies with out- 
standing management teams — em- 
ploy management consultants in much 
the same way as they retain inde- 
pendent public accountants and law- 
yers, and just about as regularly. Fur- 
thermore, management has no com- 
punction whatever in publicly ac- 
knowledging its use of consultants, 
even to the point, occasionally, of in- 
cluding reference to their work in an- 
nual reports. Governments also, at 
all levels, have become large and 
regular users of management consult- 
ing services. Frequently the findings 
and recommendations of management 
consultants employed by governmen- 
tal bodies — federal, provincial, mu- 
nicipal and civic — are made public. 
All of this tends to identify manage- 
ment consulting in the minds of man- 
agement and of the public-at-large as 
a recognized, acceptable and valuable 
business service. 

A fourth reason for the growth of 
management consulting, somewhat 
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hackneyed but nonetheless true, is the 
greater complexity of the business 
apparatus. The quicker pace of mod- 
ern business, the insatiable thirst of 
management for more and faster in- 
formation, the necessity of keeping 
the management organization struc- 
ture adjusted to the constantly chang- 
ing shape of the business itself, and 
the dramatic impact of the computer 
on data processing technology and in 
making possible the simulation of 
business problems by scientific means 
—these factors and many more — cre- 
ate situations where management 
tends more and more to seek inde- 
pendent counsel to confirm — or 
otherwise — its own judgment, and to 
procure, for temporary periods, skills 
and experience not available in its 
own organization or that may not 
be needed internally on a permanent 
basis. 


The Current Position 


It is estimated that there are some 
2,000 firms carrying on general man- 
agement consulting practices in the 
U.S. and that their fees aggregate as 
much as $200 million annually. Some 
management consulting firms in that 
country are reported to employ up to 
400 people, but these are the excep- 
tion. The average firm probably em- 
ploys between five and ten consult- 
ants in addition to its partners or 
principals. 

From the sources of information 
available, it is estimated that at this 
time not more than 100 firms offer 
general management consulting ser- 
vices in Canada, including the ac- 
counting firms operating management 
service departments. These sources 
do not reveal that a number of pro- 
fessional accounting firms operate 
sizeable management consulting de- 
partments, some of them employing 


full-time specialist staffs of 25 or 
more, since under the rules of pro- 
fessional conduct, firms of chartered 
accountants may not publicly identi- 
fy themselves as management con- 
sultants. The professional directory 
in a recent edition of a weekly finan- 
cial newspaper listed 15 firms under 
the caption, “Management Consult- 
ants”. In addition, of course, there 
are many individuals and firms that 
specialize in one or more types of 
consulting work and so identify them- 
selves. The largest group, by far, un- 
der this category are consulting en- 
gineers who are individual practition- 
ers or firms offering services in the 
many and varied branches of their 
profession. The same financial news- 
paper listed 13 of these firms, but al- 
most all of them specified in their 
professional cards that they specialize 
in design engineering of various 
types, and thus could not be consid- 
ered as engaging in general manage- 
ment consulting practice as defined 
earlier in this article. 

There are probably not more than 
20 general management consulting 
firms and management service depart- 
ments of accounting firms in prac- 
tice today in Canada that individually 
employ more than ten consultants on 
their staffs. Without a full time staff 
of ten consultants, or close to this 
number, a firm will find it difficult to 
provide a reasonably diversified as- 
sortment of skills and experience in 
the general management consulting 
field and will lack the flexibility to 
carry on a number of assignments for 
clients simultaneously in different 
parts of the country. With a staff 
of less than ten consultants, a firm 
will usually tend to concentrate in 
one or two specialized areas of man- 
agement consulting work, or else 
carry on substantially a local prac- 
tice. 
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C.A.’s Role in Management 
Consulting 

In tracing the development of man- 
agement consulting in Canada, it is 
clear that chartered accountants have 
played an important, if not in fact a 
leading, role particularly in recent 
years. Several of the largest and most 
prominent Canadian management 
consulting firms are today headed by 
chartered accountants, and few, if 
any, of the major firms do not have 
chartered accountants in their orga- 
nizations, either as principals or staff 
members. In addition to the firms 
carrying on public practice as man- 
agement consultants, either in associ- 
ation with accounting firms or other- 
wise, a number of the larger account- 
ing firms have established, some as 
long as 15 years ago, management 
consulting departments which, for all 
practical purposes, operate in the 
same manner and provide the same 
range of services to their clients, as 
if they were separate management 
consulting organizations. Some of 
these departments, as mentioned ear- 
lier, have consulting staffs of 25 or 
more, and employ men with a wide 
range of skills and experience, includ- 
ing industrial engineers, computer 
specialists, mathematicians, econo- 
mists, psychologists, statisticians, as 
well as, of course, accountants. 

The fact that chartered accountants 
have played, and are playing, such a 
very active role in the management 
consulting field in Canada is a rather 
remarkable accomplishment when 
viewed in the light of circumstances 
as they have affected the accounting 
profession during the past decade or 
so. Let us look at a few of these cir- 
cumstances. To begin with, there 
has been for years a tremendous and 
sustained outside demand for chart- 
ered accountants as witness the fact 
that half our members today are 


either in industry or government ser- 
vice. In fact, many chartered ac- 
countants do not tarry more than a 
year or so in professional offices after 
obtaining their degrees before suc- 
cumbing to the lure of industry. On 
top of this, many graduates of the 
schools of commerce and finance at 
our universities go directly to com- 
mercial and industrial positions, and 
do not put in the additional time and 
effort to qualify as C.A.’s. Account- 
ing firms have thus been hard-pressed 
to attract the right kind of men to 
the profession in the first place, and 
sometimes even harder-pressed to trv 
to retain their services when they 
have qualified. When it is also borne 
in mind that accounting practices 
have changed very considerably in 
the post-war period, not only in audit- 
ing techniques but in the much larger 
incidence of tax work, and that the 
volume of work of most accounting 
firms has probably doubled in the 
past ten years, the active part that 
has been played by chartered ac- 
countants in the development of the 
management consulting field can bet- 
ter be understood and appreciated. 


But, however progressive our pro- 
fession may claim to be, or be thought 
to be, in contributing so greatly to 
this development, there has undoubt- 
edly been an underlying element of 
self-preservation as a _ motivating 
force. The growth of any profession, 
and accountancy is no exception, de- 
pends not only on rendering needed 
service of a high quality but also be- 
ing alert and responsive to the chang- 
ing requirements of clients for new 
and additional services. If these re- 
quirements are not met fully and 
well, then clients will turn elsewhere 
for service. 

Accounting firms are well aware 
that clients expect more nowadays 
than a routine audit and certification 
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of the accounts. Executives are look- 
ing for constructive suggestions that 
will help them to better manage their 
businesses. The close and confiden- 
tial relationship that exists between 
an accounting firm and its clients, 
often built up over many years, forms 
a natural and sound foundation upon 
which can be, and has been, built a 
whole range of logical and useful new 
areas of service to management. 
Management sometimes tends to re- 
gard the annual audit essentially as 
a legally prescribed protective mea- 
sure to add credibility to the financial 
statements which it presents to the 
shareholders. This rather minimal ap- 
preciation by management of the an- 
nual audit tends to alter in direct ratio 
to the “added values” that can be 
built into it. The accounting firm 
which is well equipped to provide 
these “added values” and perform an 
“enriched audit” through the services 
of its partners and the help of quali- 
fied specialists on its staff need have 
no undue worries about retaining and 
expanding its clientele and collecting 
fees that are fully commensurate with 
the value of the services rendered. 


Some “Constraints” 


Apart from the positive factors that 
have impelled such intense interest 
on the part of professional account- 
ants in this whole subject during re- 
cent years, there are some constraints 
that are worth noting. Among these 
may be listed the following: 


1. Securing Competent Staff 
The key to successful management 
consulting, as in any other line of 
professional endeavour, is in secur- 
ing and retaining the services of 
men of top quality. They are hard 
to find and expensive. 


Fluctuating Demand for Services 
Unlike audit work, it is virtually 


bo 


impossible to predict, with any de- 
gree of accuracy, the volume of 
management consulting work dur- 
ing any given period. At times, 
even with a large consulting staff, 
clients may have to wait several 
months before an engagement can 
be commenced. Clients, as a rule, 
do not tend to brook such delays 
with equanimity. At other times, 
there may be plenty of available 
time which is demoralizing to the 
staff and worrisome to the part- 
ners. 


3. Out-of-town Travel 


For years management consulting 
work has automatically been as- 
sociated, and with some justice, 
with extensive out-of-town travel. 
For bachelors this may pose no 
special problem, and may even be 
a disguised blessing. For married 
men with families, it can become 
a real hardship. Even dedicated 
men of outstanding talent have 
had to give up consulting careers 
on this account. 


4. Limitations in Promoting New 
Work 


Under the rules of professional 
conduct, chartered accountants en- 
gaged in management consulting 
work may not advertise or solicit 
business other than from existing 
clients. If they form a separate 
firm to carry on management con- 
sulting practice, either themselves 
or in association with non-C.A.s, 
the same rules govern, except that 
they may publicly identify them- 
selves as management consultants. 


Notwithstanding these so - called 
constraints, interest in the manage- 
ment consulting field by individual 
chartered accountants and by C.A. 
firms, especially the larger ones, has 
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been intensifying each year for the 
past decade and shows no evidence 
whatever of abating. 


Ethical Considerations and 
Professional Status 


There is no legal reason to prevent 
anyone in Canada today, regardless 
of his qualifications or lack thereof, 
from describing himself as a manage- 
ment consultant and setting up in 
practice. Nor, to the best of my know- 
ledge, is the situation any different 
in the United States. Furthermore, 
despite the excellent efforts of A.C. 
M.E. in that country to establish pro- 
fessional standards for management 
consultants, we may be a good many 
years away from the time when man- 
agement consulting can become a 
recognized profession in the accepted 
sense of the word. This does not mean 
that government authorities may not 
move eventually in the direction of 
establishing some type of control over 
management consultants, whether by 
licensing or other means, to prevent 
unscrupulous and unqualified persons 
from engaging in what might be des- 
cribed, in bald terms, as the practice 
of fraud upon the public. But when 
it is recalled, for example, how many 
different scientific disciplines may be 
represented in the staff of a medium- 
sized management consulting firm, the 
difficulty of establishing some common 
educational denominator that could 
be recognized by a single academic 
or professional degree becomes read- 
ily apparent. 

In the immediate post-war period 
a number of accounting firms dis- 
covered with increasing frequency 
that their clients were engaging man- 
agement consulting firms to provide 
services in such areas as budgetary 
control, cost accounting, internal 
financial and accounting reports to 


management, and accounting systems 
and procedures, which professional 
accountants had long regarded as 
coming within their domain. Further- 
more, these management consulting 
firms engaged openly in advertising 
their services and in active and direct 
solicitation of business, both of which 
activities are strictly barred to char- 
tered accountants. The accounting 
firms thus found themselves more 
and more in competition with man- 
agement consulting firms for the 
special work of their own clients, and 
usually in the particular areas of 
management accounting that are of 
the most direct interest to top execu- 
tives. Thus it was not long before 
the accounting firms themselves or- 
ganized special management service 
departments, and they staffed them 
not only with qualified accountants 
but with men having specialized back- 
ground in office systems and methods, 
machine accounting and cost account- 
ing. Once started, it is difficult to 
draw any clear line of demarcation 
between specialized consulting ser- 
vices that are identified exclusively 
with accounting, and those that apply 
to other areas of the business, es- 
pecially when management often pre- 
fers to deal with only one manage- 
ment consulting organization that can 
provide a broad range of diversified 
skills and experience, rather than with 
several. 


In due course, several of the larger 
accounting firms decided to establish 
separate management consulting or- 
ganizations, either in corporate or 
partnership form, with some of the 
partners of the accounting firm serv- 
ing as directors, officers, or partners 
in the associated consulting firm. This 
separate form of organization ap- 
peared to offer a number of advan- 
tages, including: 
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(a) the facility of public identifica- 
tion as management consultants; 


(b) the opportunity to offer partner- 
ships, directorships, or executive 
status and titles to appropriately 
qualified men who were not char- 
tered accountants; 

(c) the organizational separation of 
two types of practices, account- 
ancy and management consulting, 
which, although — superficially 
similar, are in fact quite different, 
except at the top level of res- 
ponsibility. 

This development caused some con- 
cern in the profession generally as 
to whether chartered accountants 
could operate simultaneously in two 
separate practices, each offering ser- 
vices to the public, without some con- 
flict of interest, or violation of the 
accepted rules of professional con- 
duct. Committees were established by 
several of the Provincial Institutes 
in Canada to study this whole matter. 
In due time they brought in recom- 
mendations which resulted, several 
years ago, in amending the rules of 
professional conduct to permit char- 
tered accountants, alone, or in as- 
sociation with members or non-mem- 
bers, to carry on a management con- 
sulting practice under a separate firm 
so described and bearing a name 
clearly distinguishable from that of 
any associated accounting firm, pro- 
viding that such members and their 
non-member associates in the separate 
consulting firm conform fully and 
completely to the rules of professional 
conduct of the Institutes of Chartered 
Accountants to which such members 
belong. Failure to so conform can 
bring down upon the members severe 
penalties, including expulsion which 
carries with it automatic disbarment 
from practice as a chartered account- 
ant. 


These developments have been 
watched with keen interest by pro- 
fessional accounting bodies in the 
United States, the United Kingdom 
and other parts of the world. So far, 
however, no similar regulations are 
known to have been promulgated by 
these bodies. Thus, Canadian char- 
tered accountants have gone further 
in public recognition of the role of 
the professional accountant in man- 
agement consulting than have their 
fellow practitioners anywhere else. 


Perhaps, even more importantly, 
these regulations provide a most signi- 
ficant measure of protection to the 
public-at-large. Clients engaging a 
management consulting firm in which 
a chartered accountant is a member, 
or the management consulting services 
department of a firm of chartered 
accountants, are afforded the full mea- 
sure of protection provided by law 
and by the public standing of the 
entire profession. Furthermore, pro- 
fessional accounting firms, and in fact 
all chartered accountants, guard their 
professional reputations with zealous 
care since it is their most important 
asset. Chartered accountants engag- 
ing in management consulting prac- 
tice will be no less careful than they 
are in accounting, auditing and tax 
practice, in establishing and main- 
taining the highest possible standards 
of work. 


Career Opportunities 


Management consulting has added 
a new dimension to career opportuni- 
ties for chartered accountants in Can- 
ada. This is true, both for the young 
man with a few years service in his 
profession since graduation, and also 
for older men who may have left the 
profession for industry some years ago 
and now, with the added administra- 
tive and technical experience thus ac- 
quired, may have a different perspec- 
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tive on the attractions of professional 
life. In either case the possibilities 
for a rewarding career as a consultant 
are open and well worth investigating. 

No more significant common de- 
nominator than the profit and loss 
account has yet been invented for 
evaluating the financial results of a 
business in a free-enterprise society. 
Thus it follows that a sound training 
in accounting fundamentals, the hall- 
mark of every chartered accountant, 
is an excellent base upon which to 
develop a management consulting 
career. 


But important though it may be, 
a profit and loss account is not the 
only criterion by which a business 
can be judged. The quality of its 
management, and the nature of its 
relationships with its customers, its 
suppliers, its employees, its share- 
holders and the public-at-large, are 
vitally important to the long-term 
financial success of every company, 
and it is in these that a management 
consultant is frequently called upon 
to advise and assist. Financially 
healthy businesses are often the most 
frequent users of consulting services. 
Therefore, to be successful manage- 
ment consultants, chartered account- 
ants must be able to employ a wider 
range of skills and talents than those 
associated only with accounting and 
financial analysis. Most especially, it 
is necessary to acquire the perspec- 
tive of management. 


For young chartered accountants 
who desire to become management 
consultants, it is necessary to serve 
an internship very much like a young 
doctor. Some consulting firms provide 
special training courses under quali- 
fied instructors. But the majority of 
firms probably rely on careful selec- 
tion methods and on-the-job training 
under the guidance of seasoned con- 


sultants, particularly in implementa- 
tion programs requiring the installa- 
tion of changes in procedures ap- 
proved by management on the basis 
of a survey. Most firms have a pres- 
cribed course of reading and study 
which must be carried out by the 
trainee and upon which he is peri \di- 
cally examined. In addition, uni =2r- 
sities provide a variety of extens on 
courses in such diversified subje ‘s 
as electronic data processing, oper. 
tions research, work measurement, 
production planning and scheduling, 
marketing, etc., all of which can aid 
a young chartered accountant to ac- 
quire a working knowledge of skills 
and techniques that are useful to him 
in the more specialized areas of con- 
sulting work. 


The older chartered accountant, 
who has spent some time in industry, 
can be considered usually to have 
served a good part of his internship 
for management consulting. Certainly 
he should have acquired the perspec- 
tive of management. But even these 
men inevitably discover, regardless 
of their industrial experience even at 
very senior levels, that a period of at 
least two years is needed for adequate 
indoctrination in practices and tech- 
niques and orientation to the philoso- 
phy of management consulting work. 
It is not an exact science. It is now, 
and probably always will be, an art. 


Outlook 

The horizons of management con- 
sulting appear virtually limitless at 
this time in Canada. A prominent 
U.S. management consultant, who has 
practised for nearly 35 years, the last 
20 as senior partner of his firm, said 
quite recently that he expected the 
volume of management consulting 
work in his country to double in the 
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next ten — and quadruple in the next 
20 — years. Based upon my 15 years 
practice in consulting work in Canada, 
and upon the developments that I 
have witnessed during this relatively 
short time, I am certainly not less 
optimistic about either the future of 
management consulting in my coun- 
try, or the role that chartered ac- 


countants can play in its ultimate 
development. 

In conclusion, it may be appropriate 
to say that all management consult- 
ants hope to be granted “the wisdom 
to discern those things that should 
and can be changed, and the judg- 
ment to distinguish one from the 
other”. 


Is Accounting Keeping Pace with Business? 
Although still relatively small in number, more and more com- 
panies, in diverse fields, are setting up new departments and facili- 
ties to provide their management with improved current information, 
and to help them understand how to use this information for maxi- 
mum effectiveness. A new type of business system and information 
system to satisfy these more stringent requirements of completeness 


and urgency is now developing. 


But accounting also is a business system, built up through count- 
less years of experience, a tried, tested and understood tool of man- 
agement. In the eyes of informed accountants and managers alike, 
accounting includes any information which can be expressed in physi- 
cal or monetary units and relates to the care and use of the physical, 
monetary and personal resources of the company. 

Accounting data is actually much more than just the familiar 
top financial statements and the directly related supporting schedules. 
An accounting report may be primarily operational or financial. It 
may be prepared by the controller and his staff or the foreman’s 
clerk, timekeeper, line inspector, planning or scheduling clerk, sales 


order department and so on. 


The two alternative “roads” open to accounting are: 
(1) continue along the more traditional path with its standards 
of timeliness and emphasis on financial reporting; or 


(2) increase the emphasis on accounting as an operating, as well 
as a financial, tool of management and reflect this increased 
emphasis in appropriate changes in the accounting system to 
keep up with changing business conditions. 

This is a two-way challenge to the accounting profession and 
management. The accounting profession, through complacency and 
preoccupation with technical questions and the day-to-day execution 
of its tasks, may ignore this new development, but if it does follow 
this course of no action, then it will automatically limit the scope of 


its application of value. 


—J. A. Wilson, F.C.A., CICA president, in an 
address to the Institute of Internal Auditors 
(Toronto Chapter), April 20, 1961. 


Taxation and the Practising 


Accountant 


CAMPBELL W. 


LEACH, C.A. 





Ir HAS BECOME trite to say that taxa- 
tion has had a tremendous influence 
on professional accounting and that 
it has provided a great stimulus to it, 
but nevertheless it bears saying once 
again in this 50th anniversary issue of 
The Canadian Chartered Accountant. 


For the present-day practitioner, 
the origins of income tax are lost in 
the misty shadows of the past, for he 
is interested and indeed pre-occupied 
with the problems of the present, but 
we are all vaguely aware that Eng- 
land dabbled in the income tax dur- 
ing the Napoleonic wars and that in 
the 1840’s Sir Robert Peel introduced 
it as a permanent measure. 


The earliest income taxes in Can- 
ada were levied by municipal gov- 
ernments. The first provincial in- 
come tax was that of British Colum- 
bia imposed in the 1870's, and Prince 
Edward Island was also in the field 
when the federal tax was introduced 
in 1917. These were all personal in- 
come taxes. Similarly, the United 
States tried an income tax during the 
Civil War but shortly repealed it; 
constitutional restrictions prevented 
the adoption of a valid tax by the 
U.S. federal government until the 
16th Amendment was adopted in 
1913, just in time for World War I. 


But what of corporation income 
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tax? Without extensive research, it 
seems that there were some glimmer- 
ings of it at the beginning of the cen- 
tury and that it was clearly to be 
found in the Business Profits War 
Tax Act of 1916 and then in the In- 
come War Tax Act of 1917. From 
this the profession in Canada received 
its first real stimulus from taxation. 
Not only did the correct determina- 
tion of income assume great import- 
ance and the “certification” of ac- 
counts become of additional value to 
business, but also the allowance of 
depreciation as a tax deduction sud- 
denly convinced businessmen of the 
need for a depreciation policy, how- 
ever much it may have been dictated 
by tax expediency. Who can tell now 
how this has influenced accounting? 
All one can say with certainty is that 
its influence has been very great. 


Historical Notes on Taxation 


When the Income War Tax Act was 
introduced in 1917, it had 24 sections. 
Forty-four years later it has 139 much 
more complicated sections, plus a 
number of transitional provisions, the 
whole supplemented by 28 regula- 
tions comprising some 140 pages of 
close print, and an infinite number of 
Court and Appeal Board cases. 


The Income War Tax Act in 1917 
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was elementary, and certainly it was 
delightfully brief. At first reading it 
was relatively understandable, and as 
the years went by, any problem that 
was too complex to put into easily 
comprehensible language was left to 
be dealt with “at the discretion of the 
Minister”. It was not, as one might 
assume, that the administrative of_- 
cers desired to have the decisions in 
their own hands, but rather because 
it was found difficult to express the 
rule in language. The younger men in 
the profession will find it hard to be- 
lieve that as late as 1948 the rates 
of depreciation that the Department 
would allow were not published but 
were among the most jealously guard- 
ed secrets of professional accountants. 
As the result of this practice there 
was, by 1947, a total of approximately 
100 instances in the Income War Tax 
Act and the Excess Profits Tax Act 
where discretion lay with the Minis- 
ter, and Court cases were negligible 
in number. 


Prior to 1948 there had developed 
a considerable outcry against minis- 
terial discretion. Then the law was 
completely rewritten under the name 
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of the Income Tax Act. Ministerial 
discretion was eliminated in favour 
of the rule of law. Reasonableness 
was the test in some cases, and in 
others the Minister was given power 
to promulgate regulations having the 
force of law. In retrospect, not 
everyone is satisfied with this solu- 
tion. In the old days equity might 
be obtained by skilful negotiation 
with the Department of National 
Revenue, while it is now necessary to 
follow the letter of the law, equitable 
or otherwise. This constitutes noth- 
ing less than a revolution in tax prac- 
tice. 


During the war years the Excess 
Profits Tax Act was in force. Broadly 
speaking, it imposed a rate of tax as 
high as 100% on all profits in excess 
of “standard profits” although a por- 
tion was refunded after the war. Ini- 
tially, these were calculated in rela- 
tion to the amount of capital employ- 
ed, but it did not take very long to 
find out that capital employed was a 
very poor criterion of the scale of 
profits which a company could norm- 
ally expect to achieve, and this was 
replaced by a four-year pre-war aver- 
age and the appointment of a Board 
of Referees (a step-child of minis- 
terial discretion), to award an am- 
ount of standard profits to taxpay- 
ers who could demonstrate that their 
pre-war years were “abnormally de- 
pressed”. In spite of the great finan- 
cial significance of the decisions of the 
Board, there was no appeal from 
them. This was, however, a very 
happy Board, both because of the ex- 
cellence of its personnel and because 
it usually gave something but could 
never take away, and there must have 
been nearly as many good stories 
about the Board as there were appli- 
cants. 


Practice before the Board of Ref- 
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erees showed one of the earliest and 
best examples of cooperation between 
the accounting and legal professions. 
The accountant learned to research 
and produce historical figures de- 
signed to demonstrate a trend, and 
in fact it was said that many taxpay- 
ers found out things about their busi- 
ness during this process that they did 
not suspect before. The accountant 
then, as now, found it desirable in 
most cases to confine himself to this 
area and leave advocacy to the legal 
profession. It had a salutary effect 
in that it inclined the accounting pro- 
fession to take a greater interest in 
those things which contribute to the 
profitability of a business. 


Problem of Corporate Surpluses 


The question of the problems aris- 
ing from the accumulation of corpor- 
ate surpluses also deserves review. 
We may tend to regard this as very 
much of a present-day problem, but 
as early as 1929, only 12 years after 
the Income War Tax Act was first en- 
acted, the situation was beginning to 
exert pressures. The solution adopt- 
ed at that time was simple; whereas 
then, as now, any distribution of re- 
tained earnings on the winding-up 
of a company was considered to be a 
dividend, a provision was enacted 
which freed from tax any such distri- 
butions out of undistributed income 
accumulated prior to 1930. This per- 
mitted companies, for a period of a 
little over four years, to wind up and 
re-organize without attracting tax on 
their pre-1930 surpluses in the hands 
of their individual shareholders. Ten 
years later the subject again came 
to the fore, and a Royal Commission 
known as the Ives Commission was 
appointed to examine this question 
among others. Its solution was to per- 
mit the distribution of corporate sur- 








1939 upon payment of a special grad- 
uated rate of tax, after which the 
amount so cleared could be paid free 
of further tax to the shareholders ot 
the company. A chartered account- 
ant was a member of this commission 
and participated prominently in its 
deliberations and in the preparation 
of its report. 


A further ten years went by, and 
there was introduced an apparently 
permanent feature of the law which 
provides that surpluses accumulated 
up to the end of the 1949 fiscal year 
may be capitalized upon payment of a 
tax by a company at the rate of 15%, 
with further embellishments of which 
we are all aware. Only a few years 
later it was realized that these provi- 
sions contained certain defects. It 
was still possible for the shareholders 
of a company to sell their shares to 
another incorporated company which 
could then receive the accumulated 
earnings of the first company free of 
tax, and this invited shareholders of 
companies with large accumulated 
earnings to get out from under by 
selling; thus the concept of designat- 
ed surplus was created with applica- 
tion from May, 1954. In effect this is 
what is known to accountants as 
“pre-acquisition earnings”. These are 
not free of tax in the hands of a corp- 
orate shareholder but enter into its 
taxable income and are subject to full 
rate of tax. Because of its extremely 
high incidence, this has been the sort 
of tax which no one pays, and all 
manner of devices have been found to 
circumvent it, with the result that by 
1959, the end of the fourth decade, 
we still have the problem in a more 
acute form than ever before — a seri- 
ous muddle. One commentator lik- 
ened it to patches which weigh more 
than the barrel, and another to a 


pluses accumulated up to the end of 
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hammer used to kill the fly on a 
baby’s head. At the time of writing, 
a committee is still searching for a 
solution. 


Business Income v. Taxable Income 


It has been said many times by ac- 
countants and businessmen that tax- 
able income should be made to con- 
form with accounting and _ business 
concepts of income. The argument 
has been used that if taxable income 
would only conform to sound ac- 
counting practices, there would be no 
problem. Parenthetically, this is an 
unfortunate phrase because reference 
to sound accounting principles im- 
plies that there are also unsound ac- 
counting principles. Certainly it is 
questionable as to whether sound 
business practices are any criterion 
in this context, and many accountants 
now in professional practice have 
little difficulty in remembering those 
days when it was considered sound 
business practice to move inventory 
valuations upwards and downwards, 
particularly downwards, in order to 
achieve a palatable result. 


Since the troubles of the 1930's the 
accounting profession, in the United 
States particularly, has conducted a 
campaign with considerable success 
to establish what are known as “gen- 
erally accepted accounting principles” 
and to demonstrate its independence 
of clients as well as other segments 
of the business community, which 
should in time contribute materially 
to an identity of business income and 
taxable income. There is really only 
one accounting principle involved in 
this whole question and that is the 
correct matching of income against 
costs, but the truth is that opinions 
still differ in many instances as to 
which costs should be matched 
against what income. For example, 


when the present Income Tax Act 
was written in 1948, the draft bill pro- 
vided that income would be calcu- 
lated according to generally accept- 
ed accounting principles, but after re- 
view the accounting profession agreed 
that it could not accept the responsi- 
bility for determining what in fact 
were the appropriate rules, and the 
provision was dropped. 

In the meantime, the controversy 
continues unabated. The Courts and 
the Tax Appeal Board continue to dis- 
allow expenses which accountants 
have charged off to income. In No- 
vember, 1957 The Canadian Charter- 
ed Accountant carried an article in its 
Tax Review department entitled 
“Some of the Nothings” in which 
were listed a number of cases where 
expenses were neither deductible as 
expenses nor allowed as capital cost 
and thus eligible for capital cost al- 
lowance. This was supplemented in 
December, 1957 by a further article in 
the same department entitled “More 
of the Nothings”. These cases have 
become the classic reference material 
on this subject. 


A broad solution to the problem 
was very well propounded in 1959 by 
Dr. A. K. Eaton who proposed, in 
effect, that all business costs should 
be deductible from taxable income at 
one time or another, and the sooner 
the better. 


Evasion v. Avoidance 


The distinction between these two 
words has caused much soul-search- 
ing on the part of the accounting pro- 
fession, and thinking on the subject 
has been made more difficult by the 
introduction during the war years of 


1 A, K. Eaton, “Where Angels Fear to 
Tread”, Canadian Tax Journal, Novem- 
ber-December 1959. 
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the predecessors to sections 137 and 
138 of the present Income Tax Act. 
At the time there were exceptionally 
high rates of taxes during a period of 
national peril. On the one hand, 
these encouraged the use of every 
possible expedient to minimize the 
incidence of taxation while, on the 
other hand, many right-thinking 
people developed the philosophy 
that it was improper to make use of 
devices designed for that purpose. 

Evasion is clearly deceit; it is the 
failure to report income, “not being 
overly diligent in recording cash re- 
ceipts”, “hot money”, forgery for the 
avoidance of taxation, and the falsifi- 
cation of records, all of which are 
wholly to be condemned. 

By contrast, avoidance is the right 
(some would even say the duty) of 
the taxpayer to so arrange his affairs 
that the revenue will put the smallest 
shovel into his resources, to para- 
phrase the words of the learned Eng- 
lish judge. In other words, the law 
defines and describes the taxpayer's 
liability to tax very thoroughly. If 
he can find a way of avoiding tax 
within the letter of the law, he is 
perfectly entitled to do so. This is 
known as the “loophole”, and this is 
the United Kingdom system. 

Sections 137 and 138 have no place 
in our tax law, and it is much to the 
credit of our income tax administra- 
tion that they are rarely, if ever, used. 

The professional accountant (and 
perhaps even less the lawyer) need 
not concern himself with moral judg- 
ments or the spirit of the law. He 
should apply the rules as he sees 
them and, if he is capable of doing 
so, openly devise arrangements to help 
his client to avoid coming within the 
net of the tax gatherer. The latter is 
perfectly competent in his task of 
applying the law to collect tax if he 








can, and the accountant must be very 
careful not to devise a scheme or ad- 
vise a course of action which may be 
ineffective. 


The Two Professions 

The relationship between the legal 
and accounting professions has al- 
ways been most happy in Canada and 
comparable to that in the United 
Kingdom where accountants bring 
the lawyers into their cases, and vice- 
versa. This is somewhat in contrast 
to the situation in the United States 
where there has been a degree of 
acrimony from time to time. Thus 
we have in Canada a good spirit of 
cooperation, and we as accountants 
should do our full share to keep it 
that way, recognizing that the legal 
profession has its own very definite 
field upon which we should not en- 
croach. 

As accountants we should special- 
ize in the accumulation of facts; we 
are respected for this whether we 
“certify” or not. Furthermore, our 
more detailed knowledge of clients’ 
affairs, based as it is upon recurring 
audit engagements, puts us in a pe- 
culiarly good position to act as a 
catalyst between the client and the 
legal profession. 

On many occasions there is an al- 
most irresistible temptation to give 
advice on the interpretation of the 
taxation statutes. For one thing, our 
clients expect and almost demand it, 
and we must attempt to define a line 
which we must not cross. Perhaps 
the line may be defined this way: we 
may give advice on the basis of our 
experience of the workings of the 
tax law — the empiric approach— 
and this gives us enormous scope of 
itself. On the other hand, we should 
defer at all times to the legal profes- 
sion on the interpretation of tax law 
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and, less obvious and therefore more 
important, on its knowledge and ex- 
perience of the influence of other 
statutes and case law on taxation mat- 
ters. 


In 1935 the Canadian Institute of 
Chartered Accountants established a 
committee on taxation matters whose 
annual function was to submit a brief 
to the Ministers of Finance and Na- 
tional Revenue on the taxation stat- 
utes, particularly the Income War 
Tax Act. The Canadian Bar Associa- 
tion was working along similar lines, 
and before long, in the year 1943 to 
be precise, the two committees joined 
forces to become the Joint Committee 
for the same purpose. In 1945 the 
Joint Committee received a discour- 
aging reception at Ottawa, being told 
that their recommendations lacked 
the necessary background study and 
supporting data. This experience 
served to emphasize that there is al- 
ways another side to an argument, in 
this case the government’s side. The 
committee has always brought to the 
attention of the Ministers inequities 
and anomalies in the tax law, but 
it must be realized that some of these 
may be explained by the need to pro- 
tect the Crown against various situ- 
ations more important than the casual 
observer may think. 


In addition, some practical and 
even political considerations must be 
taken into account; for example, there 
may be a right time and a wrong time 
for the introduction of numerous 
technical amendments, and there are 
policy areas where the committee 
should perhaps not presume to com- 
ment. The best example of this lat- 
ter may be the level of personal ex- 
emptions which in logic, based on the 
diminishing value of the dollar, should 
have been increased many years ago, 
but to do so would remove many 


thousands of taxpayers in the lower 
brackets from the tax rolls. Far more 
important than any of the foregoing, 
however, is the need to recognize the 
role of the economist in this work. 
He is steeped in the historical lore of 
fiscal policies and taxation systems, 
knowing that many have been tried, 
many more than the average accoun- 
tant even dreams of, knowing their 
purposes, their degree of success or 
failure, their impact on government 
revenues, their effect on the economy, 
and their place in a sufficiently broad 
base of taxation to levy a fair share 
on those able to pay. 


Canadian Tax Foundation 

These, then, were the considerations 
that led the two professions to the 
idea of forming a research organiza- 
tion to provide background material. 
The result was the incorporation of 
the Canadian Tax Foundation in 
March, 1945, and since that time the 
Foundation has grown steadily in 
strength and prestige. It has more 
than fulfilled its original purpose; for 
by means of its publications, annual 
and other periodic conferences, and 
its research projects, it has produced 
a truly impressive amount of refer- 
ence material, both fact and opinion, 
which is useful in many other ways. 
It has also confirmed and strength- 
ened the friendly relations between 
the two professions. 


The Foundation can say with pride 
that it is an independent research 
organization. It was not easy in the 
early days to convince business sub- 
scribers that there should be no rep- 
resentation of commercial interests on 
the board of governors, but it was 
done, and its constitution provides 
that the Board be composed equally 
of practising lawyers and account- 
ants. Thus did the Foundation 
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achieve and maintain the independ- 
ence of which its governors are the 
trustees. 


Sales Taxes 


The federal sales tax was imposed 
in 1920 in the form of a multiple- 
stage or turnover tax, but in 1924 was 
converted into a single stage manu- 
facturers’ sales tax; since that time it 
has remained basically the same. The 
principles, and even the details, are 
infinitely more simple than those of 
the income tax. If one can fix firmly 
in one’s mind a very few fundamen- 
tals, then one has a good grasp of the 
subject. 

The importance of the sales tax as 
an item of cost and the need for an 
accurate determination of the tax- 
payer’s position have been recognized 
for a generation by only a compara- 
tively few individuals in professional 
practice. During the fiscal year end- 
ed March 31, 1960, the federal gov- 
ernment collected: 


Personal income tax $1,566 million 
Corporation income 

tax $1,143 million 
Sales tax $ 732 million 


Thus sales tax was the equivalent of 
27% of both income taxes and 64% of 
corporation income tax. It is there- 
fore curious that professional account- 
ants have so neglected this field. Is 
this because they are pre-occupied 
with the determination of income to 
the exclusion of all else, or is it be- 
cause of the mistaken idea that sales 
tax is passed on to the customer and 
so it does not matter? One suspects 
the latter. Truly, sales tax has been 
called a hidden tax. 


If ministerial discretion under the 
Income War Tax Act was open to 
criticism, it was infinitely more the 
case under the sales tax because, for 
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decades, rulings have been issued and 
decisions made which had no statu- 
tory sanction. Let it be said that the 
system worked very well, but in the 
early 1950's the subject came up for 
review at the conferences of the Can- 
adian Tax Foundation. As the re- 
sult of this and similar pressures, a 
Sales Tax Committee was appointed 
by the federal government to review 
and report upon certain aspects of 
the subject. Again a member of the 
accounting profession was a member 
of the committee and played a very 
prominent part in its work. The prin- 
cipal recommendations of the com- 
mittee were that: 


1. The existing system of valuation 
should receive legislative sanction. 

2. There should be a statutory defini- 
tion of taxable price. 


3. The right of appeal on valuations 
and in other areas should be 
broadened. 


4. The tax should eventually be 
transferred from the manufactur- 
ing level to the wholesale level. 


Several minor recommendations 
have been put into effect, but none of 
the foregoing major points has been 
dealt with although they have been 
under more or less continuous study 
at the departmental level. 


Practice in this area indicates that 
there is a tremendous field here for 
the professional accountant who is 
knowledgeable and experienced in 
the subject, and the value to the 
client, both tangible in terms of money 
and intangible in terms of trouble 
avoided, is very high. 

Much of the foregoing applies with 
equal force to the retail sales tax. 
Most of the provinces already have 
one; Ontario has recently entered the 
field as the result of pressing needs 
for revenue. Some of the rules differ 
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in detail, but the broad form of the 
game remains the same. 


Conclusion 

The proliferation of taxation stat- 
utes with their accompanying regu- 
lations and Court cases has revolu- 
tionized tax practice during the past 
15 years, as already noted. Nothing 
has been said about provincial in- 
come and corporation taxes, provin- 
cial mining and forestry taxes, or 
provincial sales taxes except a pass- 
ing reference, but all of these echo 
the federal statutes and add to the 
volume of text to be absorbed. The 
pyramid is completed (not identify- 
ing the base or the pinnacle) by the 
tax services, articles, books and pa- 
pers which must be read and digest- 
ed, so that the day of the tax special- 
ist has arrived. Few accounting 
practices are built upon tax speciali- 
zation, however, but rather are sup- 


plemented by it. The development of 
our business economy and even the 
need to be competitive within the 
profession requires the development 
of varied services of which taxation 
advice is perhaps the foremost after 
auditing. Indeed it may be true to 
say that every successful practising 
accountant should and does develop 
a solid background of taxation knowl- 
edge and experience. 

Taxation takes half the profit at the 
end of the statement after snapping 
off a few not inconsiderable bites on 
the way through. Small wonder that 
the businessman values help in areas 
which are so important and yet so 
difficult. The integration of tax work 
with audit and accounting services 
will pay dividends, expressed not on- 
ly in the generally accepted medium 
of exchange, but also in the satisfac- 
tory relationship which exists be- 
tween the accountant and the client 
who is well served. 


Walter J. Macdonald Memorial Award 
The Walter J. Macdonald Memorial Award will be given an- 
nually by the firm of Deloitte, Plender, Haskins & Sells for the best 
article written by a member of the Canadian Institute of Chartered 
Accountants and published in The Canadian Chartered Accountant 


during the year. 
with a tangible token. 


The award carries an honorarium of $500 together 


For the year 1961-62 articles published from August 1961 to June 


1962 inclusive will be eligible. 


cover the period from July to June. 


In subsequent years the award will 


The judges will use the same 


criteria that the Editorial Board employs in selecting manuscripts 
for publication: (1) interest to chartered accountants, (2) contribu- 
tion to knowledge and (3) clarity of style. If, in the majority opinion 
of the judges, no entry in any year is considered worthy of the 
award, an honorarium will not be made for that year. 
For this year, articles will be judged by: 
Kenneth LeM. Carter, F.C.A., McDonald, Currie & Co., Toronto. 
Professor Kenneth F. Byrd, C.A., McGill University, Montreal. 
The Editor, The Canadian Chartered Accountant. 


Special Feature 


“The Corporate Viewpoint” 
Edited by 


A. F. Desmond Campbell, C.A. 


W. A. MACKINTOSH, C.M.G., F.R.S.C. 


Fifty Years of Financial Growth in Canada 


When The Canadian Chartered Ac- 
countant first appeared in 1911, Can- 
ada, with only about seven million 
people, was a small country just ex- 
periencing its first strong impulse of 
growth. Many projects and enter- 
prises sprang from this period, and 
the appearance of this journal was 
one among many evidences of growth 
and vigour. 


Opening the West 

The years of the late nineties had 
been dominated and coloured by the 
development of the West, a project 
cherished since Confederation and 
long delayed. At last a market was 
created for food by the demands of 
the industrial populations of Europe, 
the cheapening and bettering of 
transportation and the relative decline 
in the cost of iron and steel and im- 
ports needed to open up the new 
country. Within Canada itself, the 
discovery of an early maturing wheat 
and the successive development of 
still earlier wheats which would avoid 
the prairie frosts, and the rediscovery 
of the farm practices suited to a mois- 
ture-deficient area made the commer- 
cial growing of wheat on the prairies 
feasible. Immigrants who had been 
a few thousands in the nineties came 
in great throngs in the next decade, 
not only from Britain and the United 
States but from central and eastern 
Europe. In 1913, some 400,000 were 
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admitted, one for each 40 Canadians. 


This was the first time that Canada 
had experienced the speed and mo- 
mentum of grassland settlement. With 
it went an era of railway building. 
Having, by a narrow margin, establish- 
ed the Canadian Pacific Railway and 
seen it win through with difficulty to 
profitable operation, government and 
promoters began in 1903 to build two 
other great continental systems, 
the National Transcontinental - Grand 
Trunk Pacific and the Canadian 
Northern. The stimulus of increasing 
population and investment spread in- 
to other industries. Steel companies 
specialized to a degree on rails, track 
fastenings, barbed wire and _ nails. 
Farm machinery, cement plants, even 
textiles expanded. Power plants in- 
creased, and the Hydro-Electric Pow- 
er Commission of Ontario took form. 
Western business gave new colour to 
banking, loan and other financial in- 
stitutions and expanding industry pro- 
vided the beginning of investment 
underwriting. There were early de- 
velopments also in the field of pulp 
and paper, but that was really the 
introduction to another chapter. 


Transformation through Growth 
Capital was essential as it is for 
any growth, not merely for railways 
and industries and public works but 
for elevators, schools, churches, shops 
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and all the equipment of living in a 
new country. Much came from east- 
ern Canada, but the rate of growth 
was only possible because of the im- 
port of capital, mostly in the early 
nineteen hundreds from the United 
Kingdom and mostly in the form of 
loan capital. Relatively, capital im- 
ports were very much higher than 
they now are, exceeding in some years 
our total exports. Federal finance for 
a period seemed a miracle. Mount- 
ing imports through customs and ex- 
cise supplied the revenue. The sur- 
pluses were invested in railway con- 
struction which boosted imports still 
higher. 


Wittiam A. MackintTosH, C.M.G., 
F.R.S.C., is vice-chancellor and prin- 
cipal, Queen’s University, Kingston 
and holds honor- 
ary LL.D. degrees 
from seven Cana- 
dian universities. 
He is a Fellow of 
the Royal Society 
of Canada and in 
1956 was elected 
its president. Over 
the past 35 years 
he has served on many _ govern- 
ment commissions including the Na- 
tional Employment Commission, the 
Royal Commission on Dominion-Pro- 
vincial Relations and the Commission 
on Organization of the Government of 
Ontario. In 1944 Dr. Mackintosh was 
senior delegate at the Bretton Woods 
Conference, in 1945 he was appointed 
acting deputy minister of finance, from 
1941 to 1951 he was chairman, Unem- 
ployment Insurance Advisory Com- 
mittee and from 1945 to 1951 he was a 
director, Central Mortgage and Hous- 
ing Corporation. He is the author of 
several books on the Canadian econ- 
omy. 





Canada had experienced periods of 
growth and an occasional boom be- 
fore, but none so large or persistent 
as this. True, there were sharp fluc- 
tuations which tested the financial 
soundness of projects and institutions 
in 1903, 1907 and 1910; nevertheless, 
the growth was not merely expansion, 
it transformed and integrated the 
country. In the 1890's our major ex- 
ports had come from all provinces 
and created little interprovincial 
trade. In this period, wheat out- 
distanced all other exports, and all 
parts of the country shared in the 
prairie market. 


British Columbia’s lumber industry 
developed in the interior, based on the 
prairie market, before the Panama 
Canal made the bigger coast industry 
possible. Farm implement produc- 
tion, expanded and in some cases 
moved from shops to factories. Bin- 
der twine developed an industry of 
its own. Cement factories were en- 
larged and merged into the Canada 
Cement Company. The steel indus- 
try advanced further toward integra- 
tion, and even the Nova Scotia com- 
panies felt the stimulus of expansion. 
Canada developed its own merger 
movement to give Max Aitken his 
start toward imperial fame. In all 
this the accountants had their grow- 
ing share, and to the large numbers 
of English and Scottish accountants, 
there was added an increasing group 
of the native-born. 


At a more mature stage than Can- 
ada, the United States had felt much 
the same stimulus of development 
and the same tendency toward merg- 
ing smaller units to make larger ones. 
The linking of Pennsylvania coal with 
Lake Superior ore and the growth of 
integrated steel production made pos- 
sible the first billion dollar corpora- 
tion, the United States Steel Corpora- 
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tion in 1901. As in Canada, progress 
was not unbroken and the financial 
crisis of 1907 shook the American 
banking system to its not too firm 
foundations. This started the long 
series of inquiries which finally result- 
ed in the Federal Reserve Act of 1912 
establishing the banking system as we 
know it. The event which had the 
greatest portent for the future of 
Canada, however, was the provision 
for duty-free newsprint in 1911. 


During and After World War I 


War, as always, stimulated innova- 
tions and not only in industry. The 
borrowing requirements of the Do- 
minion government created a bond 
market and trained a new generation 
of investment bankers. The United 
States had amended its constitution to 
provide for a federal income tax in 
1909, and in 1917 the first Dominion 
income tax was established along 
with an excess profits tax. Both were 
rather crude instruments and, looked 
at from the present day, exacted un- 
believably small rates. The initiation 
of income tax must, however, be one 
of the great milestones in the history 
of accountancy since it has provided 
a progressively widening field of ever 
growing complexity. With the war, 
too, came an increasing number of in- 
vestigations into costs and financial 
results of war procurement and ex- 
penditures, in which the professional 
services of the accountant became es- 
sential. 

The brief and hectic postwar boom 
of 1919-20 gave the financial com- 
munity experience with speculative 
price-changes of a magnitude which 
it had not experienced before. In- 
flation, skyrocketing prices, exchange 
depreciation and commodity specula- 
tion were rampant. The liquidation. 

when it came in May, 1920, was dis- 


astrously abrupt and drastic. Paper 
profits evaporated. Security for loans 
disintegrated and well-padded order 
books proved unreliable. One of the 


most repeated stories of the time was 
of a steel customer who wired a Unit- 
ed States steel company, “Please can- 
cel our order No. X immediately”, 
only to receive a reply, “Can’t cancel 
immediately, must wait your turn”. 


The Canadian economy was most 
severely hit in the wheat sector where 
low prices and high fixed costs caught 
the farmer in a vise. Many of the 
effects emerged only later in such epi- 
sodes as the failure of the Home Bank 
in 1923. This shocked the financial 
community sufficiently that the long- 
maintained opposition to government 
inspection of banks crumbled, and the 
office of Inspector General of Banks, 
now held by a chartered accountant, 
was established. 

The economy gathered itself to- 
gether slowly, but it had in it strong 
elements of growth. Trends initiated 
before the war were resumed with 
greater momentum. Pulp and paper 
and automobiles became the basis of 
great industries with far-reaching 
ramifications. Once prices had reach- 
ed the bottom in 1922, the gold indus- 
try began to revive and expand. The 
non-ferrous metal industries, striving 
to replace war markets and master 
the technical problems of complex 
ore bodies, solved their problems by 
the middle of the decade. Enterprises 
such as Consolidated Smelting, In- 
ternational Nickel and Noranda ex- 
panded into great undertakings. 


A shift took place in the relative 
importance of governments. As atti- 
tudes changed, broader provisions 
were made for education and public 
welfare, and the great project of pro- 
viding an automobile highway system 
was initiated. All three were provin- 
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cial fields of jurisdiction, and the 
weight and importance of the pro- 
vinces, as contrasted with the Do- 
minion in the railway age, increased. 


Boom and Depression 

The great stock market boom of 
1929, its disastrous collapse and the 
shrinkage of prices, trade and output 
is not particularly a Canadian story 
though we shared painfully in it. We 
made our own contributions to in- 
stability, however, in our overbuilt 
pulp and paper industry, our support 
of an over-supplied wheat market and 
monetary arrangements which allow- 
ed our dollar to go to discount dur- 
ing the stock market boom. 

The long depression brought prob- 
lems which could not be _ solved 
by Canada alone, but it brought 
also new institutions and new ar- 
rangements. Debt moratoria, bond 
defaults and such legislation as 
the Farm Creditors’ Arrangement 
Act changed the pattern of finan- 
cial arrangements. The Dominion 
government improved its methods of 
borrowing and contrived by rather 
crude devices to ease the money mar- 
ket. In 1934 after a Royal Commis- 
sion report, the Bank of Canada be- 
gan operations as the central bank 
and fiscal agent of the government. 
The work which had already been 
done in systematizing government 
borrowing was extended. The bank 
took such control of the money mar- 
ket as its powers and available instru- 
ments enabled it to do. This opened 
a new chapter in our financial history 
since we began to build up a body of 
talent and experience in coping with 
financial problems which hitherto had 
been scarcely defined. 


Back of all this lay the stubborn 
problems of the depression and the 
unsatisfactory relations between fed- 


eral and _ provincial governments 
which reduced our financial strength 
and our capacity for united action. 
The Rowell-Sirois Commission was 
set to work in 1938 on this network 
of problems, but World War II was 
upon us before its report was com- 
pleted. 


Effects of World War II 


During the hazardous course of 
World War II, as we approached dis- 
aster and slowly drew back toward 
victory, many novel problems and 
new institutions brought to the econ- 
omy experiment, experience and 
knowledge such as it had never had 
before. The Foreign Exchange Con- 
trol Act required a whole corps of 
accountants, lawyers and bankers for 
its operation. The War Finance Com- 
mittee, essentially a mobilization of 
the investment bankers, achieved 
new experience and cohesion. Ac- 
celerated depreciation of war plants 
opened up avenues of experience 
which were later to be of more gen- 
eral use. The magnitude and com- 
plexity of income taxes increased and, 
revised with each budget, the nature 
of the instrument was substantially 
changed. The War Profits Act intro- 
duced entirely new concepts. The 
Wartime Prices and Trade Board, 
with its price ceilings and subsidies, 
introduced both the business com- 
munity and consumers to new coun- 
try. The wartime tax agreements 
abruptly thrust the Dominion and 
provinces into a fiscal partnership 
which has not yet been completely 
broken. The Commonwealth Air 
Training Plan, Mutual Aid and other 
international arrangements produced 
their own problems and the necessity 
of working with other countries on fi- 
nancial programs. 


In these crowded years there de- 
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veloped a store of experience and a 
degree of talent which were to have 
important effects on the years ahead. 
There was also a startling enlargement 
in the scope and intricacy of financial 
and business arrangements. 


Postwar Expansion 

The preparation for postwar read- 
justments also contributed new in- 
struments and institutions. The Ex- 
port Credit Insurance Corporation, 
the Industrial Development Bank, 
the Farm Improvement Act and other 
legislation widened the scope of fi- 
nancial machinery and policy. The 
revision of the Housing Act and es- 
tablishment of Central Mortgage and 
Housing Corporation started the pro- 
cesses of organized housing finance 
and ultimately the provision of some- 
thing of a mortgage market. 


The postwar period, extending to 
the middle fifties or later, saw a spec- 
tacular expansion of resource indus- 
tries including oil, iron ore and non- 
ferrous metals. It saw also great ex- 
pansion of services and, at first, of 
secondary industry. In the event, the 
expansion was somewhat overdone, 
and as competition developed, secon- 
dary industry receded. It should not 
be overlooked, however, that some of 
the important objects of policy had 
been accomplished. Slow at first, 
the recovery of western Europe was 
spectacularly successful. The _pat- 
tern of technical and capital assist- 
ance to underdeveloped countries had 
been established, though by no means 
in perfect form. Canada herself had 
experienced a great boom accom- 
panied by huge capital imports. For 


almost the first time since the early 
part of the century, immigration be- 
came a potent influence, and with 
rapid increase in population, the 
manifold problems of organizing 
growing urban centres and metropoli- 
tan areas became acute. 


Outlook for the Sixties 

It was not to be expected that we 
could escape some period of readjust- 
ment. Circumstances have changed 
since the end of the forties. World 
outputs of raw materials have in- 
creased enormously. We are no 
longer one of the very few countries 
in which foreigners are prepared to 
invest their capital The United 
States may not in the future be the 
sole source of international capital 
that it has been in the past. Western 
Europe has become powerful as a 
competitor or partner. Our great con- 
centration on resource industries, 
highly profitable at least in prospect, 
has produced a wage level difficult 
for secondary industries to contend 
with. Western Europe, as a free trade 
area surrounded by tariffs, may out- 
rank the United States. There is 
much new thinking to be done, but 
we need not fear that economically 
the new world has become unman- 
ageable. Neither need we fear that 
Canada’s share in it has diminished. 
The rapid industrialization of the 
world will bring much greater de- 
mands for our industrial materials 
and food. Our increasing population 
is providing a larger domestic mar- 
ket. We shall need much higher de- 
grees of technical training and skill 
in our labour force and managerial 
teams. 








(961 


arly 
be- 
rith 
the 
ing 
oli- 


we 
ist- 
ed 
rid 


no 
ies 


ed 





Edited by BARRY COUTTS, C.A. 
Professor, University of Toronto 


Accounting Research 


Tue VALUE OF ACCOUNTING RESEARCH 
R. D. Thomas, C.A. 
C.1.C.A. Research Director 


One of the primary aims of any 
truly professional society should be 
the continuous study and review of 
the principles and practices of its 
profession. Research into accounting 
and auditing requires a balance be- 
tween setting out recommended prin- 
ciples and practices and recognizing 
that the application of these practices 
needs judgment and experience to fit 
them properly to the multitude of sit- 
uations in which they must be used. 

The purpose of accounting is to 
tell a story about economic facts as 
they exist at a point of time and as 
they have changed over a period of 
time. The story must be told in 
monetary terms and, to be coherent, 
in a highly condensed form. Account- 
ing is thus essentially a means of com- 
munication, while principles of ac- 
counting are derived from the ac- 
cumulated opinion and judgment of 
those who use and practise it. The 
role of research in accounting is to 
assist the improvement of such judg- 
ment and to provide some guides to 
the best methods of communication. 


Auditing is also a matter of judg- 
ment, and the purpose of research in 
the field is to improve the quality of 
such judgment and to provide some 
guide as to the best techniques. 

Proper accounting for the results 
of business and other operations is of 
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great importance to the public inter- 
est; it guides the allocation of the re- 
sources of the economy, it influences 
the distribution of income, and it af- 
fects the level and incidence of taxa- 
tion. Thus there is a positive need 
for the development and maintenance 
of clear standards. 

In the approximately 15 years since 
the Institute’s formal research pro- 
gram began, much has been accomp- 
lished and the usefulness of the many 
releases which this program has pro- 
duced is now well established. The 
demand for the various books, bro- 
chures and forms sponsored by the 
Research Committee has amply de- 
monstrated their worth. The special 
studies undertaken by members of 
the committee at the request of gov- 
ernments and businesses have also 
helped to establish the Institute as 
the authoritative accounting body in 
Canada. 


It must be gratifying to the mem- 
bers of the committee responsible for 
their release to see the wide accept- 
ance that has been accorded to the 
Accounting and Auditing Research 
Bulletins. 

Despite the high quality of the 
work to date, much remains to be 
done; in fact, we have just scratched 
the surface of the great, and growing, 
areas in which research is needed. 

The accounting profession must un- 
dertake to set reasonable standards 
for the application of accounting 
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principles and auditing techniques or, 
as in some countries, government 
regulatory bodies may be created to 
do so. 

It would be an easy, though short- 
sighted, course to let research pro- 
nouncements in other countries set 
our standards. Since Canadian laws, 
customs and economic conditions 
are different from those of other 
countries, it is important that we 
develop our own body of material. 
Moreover, the Canadian business 
community is more likely to accept, 
and put into practice, recommenda- 
tions put forth by an authoritative 
Canadian source than by a foreign or- 
ganization. 

It is premature to consider the de- 
velopment of international account- 
ing and auditing precepts at this time; 
our first concern should be to develop 
sound accounting and auditing stand- 
ards for Canada. When the facilities 
and need arise for the development 
of international standards, we will 
have the experience, evidenced by au- 
thoritative pronouncements, to en- 
able us to cooperate with accounting 
bodies of other countries in the de- 
velopment of such _ international 
standards. 


Scope of Research Committee’s Work 


In 1944, when the Committee on 
Accounting and Auditing Research 
was formed, the following were its 
terms of reference: 

“1. To review matters of auditing 

and accounting theory and prac- 
tice and to render on its own au- 
thority such pronouncements as 
it considers in the best interests 
of the profession. 
To direct and assist the Institute 
research staff in the formulation 
and execution of its continuing 
research program. 


3. To promote the growth of a dis- 
tinctive Canadian accounting lit- 
erature by sponsoring and en- 
couraging specialized studies.” 


The balance of this article will sur- 
vey what has been done to carry out 
these objectives znd indicate some 
new approaches that will be under- 
taken shortly to further implement 
them. 

It should be noted in passing that 
the committee members are appoint- 
ed with a view to providing a broad 
regional representation. The costs in- 
volved in convening such a diverse 
committee have led to the practice of 
drawing heavily on members in On- 
tario and Quebec in order to facili- 
tate frequent meetings of the sub- 
committee which deals with research 
projects between the annual meetings 
of the full committee. 

Since accounting and auditing re- 
search is concerned with the develop- 
ment of standards which will be ac- 
cepted and widely followed, the com- 
mittee form of organization has prov- 
ed itself to be desirable because it 
permits review by a representative 
cross-section of the profession and 
produces a_ synthesis of different 
views. The placing of the responsi- 
bility for the direction, supervision 
and development of approved _pro- 
jects with a small sub-committee, 
drawn from committee members 
working in conjunction with the re- 
search staff of the Institute, provides 
an effective delegation of responsi- 
bility and authority. 

The nature and extent of the work 
involved in research makes it imprac- 
tical, and in fact almost impossible. 
for the various projects to be carried 
out on a committee basis. Therefore, 
it is logical for the initial study and 
preparation of material to be under- 
taken by special study groups, indi- 
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vidual members (not necessarily 
members of the committee) and the 
Institute research staff. 


Study Groups 


The use of special study groups to 
carry out specific projects has been 
a relatively recent innovation in the 
research program. One such group 
has just completed the booklet “Audit 
Reports . . . Their Nature and Signi- 
ficance” which was published in Jan- 
uary. Two other groups are present- 
ly carrying out studies into the fields 
of “Reliance on Other Auditors” and 
“Accounting for the Oil Industry”. 


The success of the booklet on au- 
dit reports indicates that groups of 
this kind provide an effective means 
of carrving out special research pro- 
jects. This form of organization also 
permits more research to be carried 
on at one time by drawing on the 
knowledge and experience of groups 
of our members who have specialized 
in the particular field being studied. 
Since only the chairman of the study 
group is a member of the Research 
Committee, these groups permit more 
C.A.’s, as well as other interested 
specialists, to participate in the In- 
stitute’s research projects. 


Studies by Individuals 

In the past, individual members, 
who are not members of the commit- 
tee, have been asked to prepare 
books on specialized areas of ac- 
counting which have been published 
under the auspices of the Research 
Committee. Two outstanding exam- 
ples of books of this type are “Oil 
Accounting” by R. E. Waller and 
“Mining Accounting” by A. J. Little 
and W. L. MacDonald. 

As in the case of the study groups, 
it is likely that there will be an in- 
crease in research publications writ- 
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ten by individual authors working un- 
der the sponsorship of the Research 
Committee. 


Institute Research Staff 

Along with the chairman of the Re- 
search Committee, the three members 
of the Institute’s research staff have 
the following responsibilities: 


1. To coordinate and schedule all re- 
search activities. This involves 
keeping in touch with the progress 
of all projects, arranging meetings 
and providing the minutes for 
such meetings, as well as seeing 
that the product of these activities 
is properly published when ap- 
proved. 

To prepare material for review 

and discussion and to assist in the 

preparation of research releases. 

3. To attempt to keep members and 
others aware of research activities. 

4. To keep in touch with the research 
activities of other organizations. 

5. To make representations to gov- 
ernment departments and com- 
missions where necessary. 

6. To provide the technical informa- 
tion frequently requested by mem- 
bers, government officials and 
others. 


bo 


Types of Releases 

In keeping with the first of its 
terms of reference, the committee has 
long regarded the issuance of its Ac- 
counting and Auditing Research Bul- 
letins as one of its most important 
functions. Of the 18 bulletins issued 


to date, all but two can be said to 
have become the recognized stand- 
ards of practice in Canada. Bulletin 
No. 10, dealing with income tax al- 
location, is still the subject of much 
controversy, and the recommendation 
in Bulletin No. 16 that attendance at 
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the physical stocktaking should be 
carried out, where practicable, by the 
auditor has not yet received the ac- 
ceptance normally accorded a_ bul- 
letin. In this latter connection, it is 
worth noting that many chartered ac- 
countants were carrying out such at- 
tendance as a regular practice years 
before the McKesson & Robbins case. 

While the research bulletins have 
always been given priority in the In- 
stitute’s research program, other types 
of releases have also been continually 
published. There are, for example, 
the books and brochures on special- 
ized subjects that have made import- 
ant contributions in their respective 
areas. The books on “Oil Account- 
ing” and “Mining Accounting” have 
already been mentioned. “Accounting 
Terminology”, which is now being re- 
vised and expanded, is the product 
of the research staff and committee 
members. 

The Research Department brings to 
the attention of the more than 18,000 
readers of The Canadian Chartered 
Accountant current research prob- 
lems and studies, bulletins and other 
releases of the CICA and other ac- 
counting bodies, and government and 
other regulatory pronouncements af- 
fecting business. 

The statistical studies provided in 
“Financial Reporting in Canada” have 
proven to be of great value to those 
interested in the form and content 
of financial statements. They indi- 
cate the slow, but steady, improve- 
ment in the reporting practices of 
Canadian public companies. The 


fourth edition of this book, covering 
the years 1957 to 1960, will be pub- 
lished in a few months. 

The inventory and liability certifi- 
cates, and bank confirmation forms 
are also all products of the Institute's 
research activities. 








Cooperation with Other Organizations 


The bank confirmation form, re- 
vised last year, and the recently is- 
sued booklet “Audit Reports . . . Their 
Nature and Significance” are the re- 
sults of close cooperation between our 
research groups and the Canadian 
Bankers Association. In addition, the 
Research Committee studies specific 
problems occasionally referred to it 
by various government bodies, and 
some of its members participate each 
year as judges in the Financial Post 
Annual Report Contest. 

We are also taking steps to work 
even more closely with the research 
groups of other accounting bodies. 
This year, for example, the chairman 
of the Accounting Principles Board 
and the Director of Accounting Re- 
search of the American Institute of 
Certified Public Accountants partici- 
pated in the committee’s annual meet- 
ing in Toronto. In addition we hope 
to have a prominent member of the 
Institute of Chartered Accountants 
in England and Wales deliver a paper 
on “Generally Accepted Accounting 
Principles” at the Canadian Institute’s 
annual conference in September. Pro- 
viding speakers, usually from among 
its own members, at the annual con- 
ference has been another responsibili- 
ty carried out by the Research Com- 
mittee for a number of years. 


Planning for the Future 

While proud of the quality of past 
work, we must keep abreast of the 
expanding demands being made on 
the accounting profession. With this 
in mind, the Research Committee is 
now considering several new depar- 
tures in our research program. 

We need more participation in re- 
search activities by chartered ac- 
countants in universities, industry, fi- 
nance and government, both as mem- 
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bers of the Research Committee and 
as part of special research projects. 
In this connection, we hope to expand 
the work of special study groups to 
probe and report on particular prob- 
lems and, in so doing, to draw on 
the knowledge of specialists outside 
our profession as well as on that 
of our own members. The members 
of these study groups will usually be 
selected from a particular locality to 
facilitate frequent meetings. 

The committee also intends to 
sponsor a new series of research 
studies which will be exhaustive re- 
ports on areas not considered of suf- 
ficient importance to be issued as bul- 
letins as well as on contentious sub- 
jects on which the committee is not 
yet prepared to make recommenda- 
tions in a bulletin. Since a research 
study will be the work of an individ- 
ual author, the conclusions reached 
will not have the authority of a bul- 
letin. This form of release will, how- 
ever, permit a more detailed analysis 
of the subject than is either possible 
or desirable in a bulletin. We hope 
that these research studies will be of 
great assistance in solving practical 
problems in the areas covered, and 
will result in more uniform treatment 
of many items in financial statements. 
Research studies will be published in 
both French and English. 
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The experience gained in our re- 
search program and the assistance of 
chartered accountants and other pro- 
fessional groups will all be needed 
to resolve some of the basic problems 
facing our profession. Some of these 
problems are: 


—what are the “generally accepted 
accounting principles” we refer to 
so often? How important is the 
“general acceptance”, as opposed 
to the “soundness,” of these prin- 
ciples? 

— what, if anything, should be done 
about accounting for the changing 
value of money? 


— how, if at all, will the role of ac- 
countants change as new mechan- 
ical and electronic data processing 
machines come into general usage? 


—should statistical sampling tech- 
niques be more widely used in aud- 
iting? 

The accounting profession has 
made great strides in the past few 
years, but we face new demands that 
will call for an intensification, not a 
slackening, of our efforts to serve the 
clients, managements, governments 
and the myriad other groups who de- 
pend on chartered accountants for ex- 
pert counsel and assistance. Our re- 
search program must point the way. 





Edited by GEOFFREY H. WARD, C.A. 
Ward, Welch, Hall & McNair, Toronto 
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It is fitting that this anniversary number should include contribu- 
tions from two senior members of the profession who have been 
associated with their respective Institutes for more than 50 years and 
who are both over 80 years young. Throughout this long period they 
have given much useful service to the accounting profession and 
played an active part in the growth and development of accounting. 

John Parton, F.C.A. of Winnipeg is the senior living past presi- 
dent of the Canadian Institute of Chartered Accountants and held 
office in 1918. He became a member of the Institute of Chartered 
Accountants of Manitoba in 1909 when he was on the staff of Webb, 
Read & Hegan. In 1919 the firm amalgamated with George A. 
Touche & Co., and as a partner he remained in public practice until 
his retirement in 1950. He was active on Institute committees and 
served on the Council of the Manitoba Institute for 37 years. In 
1932 iz was made a Fellow. He has written numerous articles for 
The Canadian Chartered Accountant and has the unusual distinction 
of having his work appear both in the first and now in the 50th an- 
niversary issue. 

Colonel H. D. Lockhart Gordon, F.C.A. of Toronto is a partner 
in Clarkson, Gordon & Co. and, at the age of 88, still takes a keen 
interest in the affairs of the firm which he founded nearly 50 years 
ago. He took his early training in England and qualified as an in- 
corporated accountant in 1898. The same year, on his return to Can- 
ada where he was born and educated, he was admitted to the Insti- 
tute of Chartered Accountants of Ontario. In 1915 he was elected a 
Fellow and in 1933 became president of the Ontario Institute. Fif- 
teen years later the Institute recognized his contribution to account- 
ing by conferring on him a life membership. 


FIFTY YEARS AGO 
John Parton, F.C.A. 


“Those damned auditors again!” An 
instant grapevine would alert the of- 
fice as we entered, and on all sides we 
would be greeted with a barrage of 
black looks, of forced sickly smiles — 
even of glances of trepidation. And 
when, on occasion, we would have to 


ask for explanations, the very air 
would shimmer with resentment as 
they were given. Had we borne the 
black plague we could hardly have 
been less welcome. Thus was the au- 
ditor received by many of his clients 
in the West 50 years ago. 
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I became a member of the Mani- 
toba Institute in 1909, after two years 
with a firm in Winnipeg, with which 
firm and its successors I remained 
until my retirement ten years ago; 
and as my firm had offices in Saskat- 
chewan, Alberta and British Colum- 
bia, I had ample opportunity to fol- 
low the trends of the profession 
throughout Western Canada. 


In 1911 the profession was very 
much in its infancy in the West. The 
Institutes of Chartered Accountants 
of Quebec and Ontario were incorp- 
orated in the early 1880's, and had be- 
come well established and recognized 
for some years. British Columbia was 
not incorporated until 1905, Saskat- 
chewan in 1908, and Alberta in 1910; 
and while the Manitoba Institute ob- 
tained its incorporation in 1886, it 
stood inactive until 1903 because of 
a general slump in business. 


In saying the profession in the 
West was in its infancy, I am refer- 
ring to its establishment as a pro- 
fession, and not by any means to its 
individual members. I can say with 
certainty that the 32 members of the 
Manitoba Institute were thoroughly 
capable accountants and were doing 
good work. But the business public 
was not “sold” on the idea of audits; 
and with the exception of businesses 
which were either owned or control- 
led by British or Eastern Canadian 
houses, there was a repugnance, quite 
openly expressed at times, at the idea 
of “outside” auditors. Of course, 
British and Eastern houses had long 
learned the value of an independent 
audit; but most other businesses in 
the West had an attitude of aloof- 
ness, and regarded it as an unneces- 
sary expense. There seemed to be an 
idea that the whole purpose of an au- 
dit was to prevent or discover short- 
ages of cash, and for some years we 
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found resentment on the part of 
bookkeepers, sometimes amounting to 
rudeness. 


Working conditions, taken on the 
whole, were fair. In some businesses 
there would be a board room, and by 
avoiding the date of a board meet- 
ing we could work there in privacy. 
Usually we would work in the general 
office, and on some occasions a table 
was set up in a warehouse. As to 
the type of work we did, there was 
considerably more detail than is ne- 
cessary nowadays. Today, practically 
all businesses have accounting ma- 
chines, various methods of internal 
check, loose-leaf books, self-balancing 
ledgers and so on, and take off mon- 
thly trial balances. In many busi- 
nesses, 50 years ago, none of these 
was in existence, and it was largely 
through the auditors’ suggestions that 
they eventually were adopted. By so 
doing, and making recommendations 
for some internal checks, the auditor 
was able to cut down on the “check 
and tick” detail, of which there was 
plenty in and prior to 1911. 


It was some time in 1912 (as I 
recollect) that the banks began a gen- 
eral practice of requiring an inde- 
pendent audit of all businesses which 
asked for loans or bank accommoda- 
tions. This caused resentment from 
the heads of such businesses, who 
complained about the cost; but the 
banks persisted in their idea, and it 
is gratifying to look back after all 
these years and remember how heads 
of businesses very soon changed their 
minds and realized the value of au- 
dits, not only so far as the banks were 
concerned, but also for themselves. 
They began to understand that an 
audit was not just to catch petty em- 
bezzlements, but was concerned with 
the whole business and all its per- 
sonnel. 
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I remember the case of a large 
financial house whose president kept 
documents appertaining to securities 
under his personal care, and when 
asked to produce them for the audi- 
tor’s inspection, he said that he had 
them in his custody and would give 
his own certificate that they were in 
order. On the auditor pressing for 
production, at first he refused; but 
when the auditor said it would be 
necessary for him to report this re- 
fusal and to qualify his report ac- 
cordingly, Mr. President acceded and 
produced them. Actually the securi- 
ties were found to be in order, which 
made the resentment more difficult 
to understand. Those who had been 
distinctly unfriendly began to realize 
the value of the audit; suggestions 
were more readily received and dis- 
cussed, and generally put into effect. 

With the outbreak of World War I 
new responsibilities fell on the audi- 
tors’ shoulders. The introduction of 
what was then a new form of taxation 
in Canada brought special responsi- 
bilities. This was started in 1916 with 
the federal business profits war tax, 
followed by income tax in 1917; and 
this form of taxation has continued to 
the present time with almost annual 
modifications and changes, adding 
to the necessity for study and con- 
sideration in the audits of businesses. 


To sum up briefly, the principal 
differences in auditing practice 50 
years ago and now are as follows: 


l. The changed attitude of clients 
and staffs, resulting in a more 
friendly feeling toward the audi- 
tors and more ready compliance 
with their wishes and _ require- 
ments. 


Improvements in bookkeeping and 
internal controls (many of which 
were suggested by the auditor) 
which reduced the necessity of 
much of the detailed “checking 
and ticking”, and enabled an effi- 
cient audit to be made by the use 
of “spot checks” on much of the 
detailed recording. 


3. Office machines (adding, calculat- 
ing and other bookkeeping con- 
trivances), which were but little 
known — some not even invented 
50 years ago — have played a 
great part in increasing efficiency 
and internal control. 


bo 


To conclude with another differ- 
ence from 50 years ago. While chart- 
ered accountants in Canada now 
number many times what they did in 
those days when most of them were 
in public practice, today approximate- 
ly half the members hold positions in 
business, industry or in government 
service. 


FIFTY YEARS AGO 
Col. H. D. Lockhart Gordon, F.C.A. 


At the time of the first issue of The 
Canadian Chartered Accountant, I 
was practising in partnership with R. 
J. Dilworth under the name of Gor- 
don & Dilworth with our offices in the 
Lumsden Building in Toronto. We 
had a staff of about 10 chartered ac- 
countants and students. I do not re- 


member whether we paid the stu- 
dents for their work. I do recall that 
a few years earlier as a qualified 
chartered accountant I was receiving 
only $50 a month. 

An important part of our business 
was acting as liquidators although we 
were steadily increasing the number 
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of our audit clients most of whom are 
still in business in Toronto today. 

It was in 1913 that R. J. Dilworth 
and I joined E. R. C. Clarkson and 
G. T. Clarkson and formed the firm 
of Clarkson, Gordon & Dilworth. 
Members of the Clarkson family had 
been in practice in Toronto as liqui- 
dators and later as chartered account- 
ants since 1864. I had received my 
early experience with the firm, then 
known as Clarkson & Cross. When 
the new firm was formed, we leased 
the top floor of the Merchant Bank 
Building at 15 Wellington Street West 
in Toronto. The second floor was oc- 
cupied by the Bishop of Toronto 
while the ground floor was occupied 
by the bank. We soon required more 
space and, much to the annoyance of 
the Bishop, took over his floor. In 
1920 we acquired the whole building 
which has remained our Toronto of- 
fice ever since. 


The work we performed as ac- 
countants in those days was very 
different from what we do today. 
Lawrence R. Dicksee, F.C.A., who 
was an outstanding accountant in 
England and the United States, pub- 
lished a number of articles and books 
in which he said that the duties of a 
chartered accountant were “to detect 
fraud and correct errors”. For many 
years this was the public’s conception 
of how members of the profession 
spent their time. I have in my files a 
number of statements on which we 
reported shortly after our firm was 
formed. Our report was commend- 
ably brief either in the form “audited 
and found correct” or “examined and 
found correct”, and in one case we 
added the letters E. and O.E. 


The emphasis in our work was of 
course the verification of the posi- 
tion as shown by the books, and very 
little attention was paid to the profit 
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and loss account. Such procedures 
as the direct confirmation of accounts 
receivable or the attendance at phys- 
ical inventories were unheard of. 


A few examples will indicate the 
sort of assignments we were asked to 
carry out: 

The owner of a large merchandise 
company in Montreal was asked by 
his bankers to obtain an outside 
opinion on his accounts receivable. 
He asked me to undertake the job 
as he did not want anyone in Mont- 
real to know that the work was 
being done. When, after a consider- 
able period, we reported that his ac- 
counts were in very bad shape and 
a large reserve was required, he 
was very annoyed and indicated we 
did not know what we were doing. 
In order to try to convince him, 
we gave him our notes and went 
over the accounts again and arrived 
at practically the same answer. 
Two years later he wrote to us in 
triumph saying he was now sure 
that we did not know our business. 
One account for $16,000 which we 
wrote off had been paid in full. 
This account was with a woman 
who operated a store. The store 
was burnt to the ground, and the 
insurance money was used to pay 
off the account. 


On one occasion I can recall our 
client being most annoyed because 
we had failed to report that two 
chickens had been stolen out of the 
back of his delivery wagon. 


The changes which have occurred 
in the business conditions in Toronto 
since those days are almost unbeliev- 
able. I used to walk to most of my 
clients’ offices although I kept a 
horse and dog cart (a two-wheeled 
vehicle) to use when it was too far to 
walk or go by street car. Traffic down 
town was nearly all horse-drawn al- 
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though motor cars were beginning to 
be seen on the streets. 

Our office hours were 9:00 to 5:30 
from Monday to Friday with three- 
quarters of an hour for lunch. On 
Saturdays we worked from 9:00 to 
1:30. In those days a good hot meal 
would cost only 10c or 15c. 

Like everything else there have 
been tremendous changes in office 
furniture and equipment. Furniture in 
those days consisted of wooden tables 
and chairs with one or two roll-top 
desks. The clients’ books were all 
bound ledgers and were heavy and 
awkward to handle. Many clients had 
private ledgers with heavy brass locks 
containing confidential information. 
These could only be opened by a 
senior official who would permit the 
auditor to examine them in the private 
office. Because of the weight and 
awkward size of the books, they 


would be placed on high desks and 
we would stand and work at them all 


day. High stools were provided if 
we wished to sit down. Of course, no 
smoking was permitted during office 
hours. We used pens and coloured ink 
to indicate the figures we had check- 


ed, and a very convenient way of 
storing and cleaning our pens was to 
stick them into a large potato on 
the top of the desk. A book which is 
never seen today was the letter book. 
Copies of letters were imprinted on 
the tissue pages of the letter book by 
using a letter press. 

World War I marked the end of 
one phase of the life of the account- 
ing profession and started it on its 
present road. The increased indus- 
trialization of the country and the 
introduction of income tax provided 
the chartered accountant with new 
opportunities to serve his clients. 

The developments in the profes- 
sion over the last 50 years far exceed- 
ed the expectations of those in prac- 
tice in 1911. If we read the sign of 
the times aright, there would seem to 
be no limit to what lies ahead for the 
profession during the next 50 years. 
We are moving into an age of even 
greater complexity in business. For 
the chartered accountant this means 
even greater opportunities to be of 
service to his clients and contribute 
to the financial and economic well- 
being of the country. 


Patriarchs of the Profession 


Congratulations and best wishes are extended to the following 
members who have completed 50 years membership in their respec- 


tive Provincial Institutes: 


H. C. Anperson (Ont), R. J. Baker (Ont), G. D. CampBetr 


(Ont), R. C. Campspett (Que), C. D. Corspoutp (Man), Davin 
Cooper (Man), H. E. Croweitzi (NS), P. H. B. Dawson (Ont), J. 
W. Eppis (Ont), H. W. Frecpen (Ont), C. V. GLapwe tt (Sask), H. 
D. L. Gorpon (Ont), B. F. Griccs (Man), R. W. Jonson (Ont), 
B. R. Masecar (Sask), D. M. McCLeLianp (Ont), G. C. McDonaLp 
(Que), R. S. McPuerson (Ont), JoHN Parton (Man), Joun 
PaTeRSON (Que), W. H. Perm (Ont), W. W. Ratu (Que), 
G. E. F. Smit (Ont), H. F. Viczon (Ont), Sm N. E. WaTeRHOUSE 
(Ont), F. J. Wison (Sask), G. E. Winters (BC). 
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MAGAZINE ARTICLES 


ACCOUNTING 

“INTERNAL AUDITING IN AUSTRALIA”— 
Report of the Research Committee 
appointed by the Victorian Division. 
1960 Australian Society of Account- 
ants. Statements on Accounting Prac- 
tice No. 6. 


The foreword to this report points 
out the increased interest in the prin- 
ciples and applications of internal 
auditing in Australia, and the greater 
awareness of the importance of the 
work of the internal auditor as an aid 
to management. 


A thorough study is presented of 
the place occupied by internal audit- 
ing in the operations of private, gov- 
ernment and semi-government orga- 
nizations. The study is based on an 
analysis of the replies given to a 
series of questions put to these orga- 
nizations. 


The report concludes that top man- 
agement acceptance is necessary for 
effective internal auditing. This 
means that the function of internal 
auditing as an aid to management at 
all levels must be clearly understood; 
that the position of the internal audi- 
tor within an organization should be 
such that his role as an aid to top 
management over the whole range of 
the organization’s activity is clearly 
recognized; and that the service of 
the internal auditor will be an inde- 
pendent appraisal of policies, plans, 
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procedures and records on behalf of 
management, without any line au- 
thority over other persons in the or- 
ganization whose work is reviewed. 
To fulfil such responsibilities, the in- 
ternal auditor must be of the highest 
calibre. The accounting profession 
can help to improve the degree of ac- 
ceptance of internal auditors by ex- 
panding the study of the principles 
and practice of internal auditing, by 
encouraging articles in accounting 
journals and by organizing discussion 
groups. 


“HuMAN RELATIONS PROBLEMS OF THE 
AccounTANT” by Noel A. Hall. Cost 
and Management, May 1961. 

The increase in the number of ex- 
perts in industry since World War II 
has created human relations problems 
which lead to conflicts, for instance, 
between “line” officers and “staff” 
specialists. 

The specialist or expert, because of 
his great knowledge in one field, is 
usually ignorant in others, and he 
views problems from his own narrow 
perspective. The administrator of a 
group of experts has the problem of 
evaluating the whole situation and 
resolving the conflicting viewpoints. 

With this specialization, a jargon 
has evolved, understood only by those 
possessing similar expert knowledge. 
A tendency has also developed to 
keep others ignorant of the expert's 
methods. While this has, perhaps, 
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made it more difficult for others to 
invade the expert's field, it also 
arouses suspicion and causes antagon- 
ism. 

Since the expert’s role is more than 
advisory, it is very necessary to face 
these problems and to attempt a more 
rigid functional definition. The ac- 
countant, for example, cannot recom- 
mend areas for cost reduction in an 
atmosphere of antagonism. His diffi- 
culties are greatly increased when he 
has a dual role of cost accounting and 
developing measures of line perform- 
ance. 

It is well to bear in mind that 
changes recommended by technical 
specialists cannot easily be assimi- 
lated by the operating personnel. 
Such recommendations should be 
couched in language that is clearly 
understood by those responsible for 
carrying out the changes. The areas 
of traditional authority and existing 
behaviour patterns should always be 
considered. 


INVESTMENT 
“New Concepts OF INFORMATION FOR 
MANAGEMENT DEcis1Ions — CAPITAL 


INVESTMENT Proposats” by G._ T. 
Bills, The Australian Accountant, 
March 1961. 

Total fixed investment, both private 
and public, in Australia has averaged 
about 25% of gross national product. 
Governments at all levels have been 
responsible for about one third of 
total capital formation. A substan- 
tial proportion of private capital in- 
vestment has been in housing and mo- 
tor vehicles, while capital formation 
by business, which is the main inter- 
est of this article, has averaged about 
11% of G.N.P. 

A review of recent investment lit- 
erature shows that capital expendi- 
ture is defined as any expenditure 
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which is expected to yield returns 
over a relatively long period; that 
profitability is regarded as the most 
important criterion for choosing be- 
tween alternative investments; that 
margin of difference in return due to 
capital expenditure is an important 
guide to investment decisions; and 
that considerable thought has been 
given to the problem of how prop- 
erly to make allowance for the time 
factor, and the risks inherent in any 
investment. A gap, however, remains 
between an understanding of the eco- 
nomics of capital investment and the 
production of a workable capital 
budget. To bridge this gap, man- 
agement, with the help of the cost ac- 
countant, has an important role to 
play. 

Methods of evaluating capital in- 
vestment proposals include the cri- 
terion of postponability, estimating 
the pay-back period, calculating the 
rate of return and discounting cash 
flows by weighting cash inflows ac- 
cording to their time distribution. The 
cash-flow method has the great ad- 
vantage of necessitating the formation 
of estimates after careful thought and 
study. Even if they prove wrong, 
they force thinking and planning 
ahead. The method is not a rigid 
technique or formula but a more real- 
istic way of approaching the prob- 
lem of measuring returns, and is con- 
sequently subject to improvements 
and modifications. 


“PROBLEM IN DECENTRALIZED FINAN- 
craL Controu” by John Dearden. The 
Harvard Business Review, May-June 
1961. 


In this article improved methods 
of measuring the returns on invest- 
ments in decentralized systems are 
presented. The rate of return on the 
investment under the control of a di- 
visional manager is one of the most 
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important criteria by which his per- 
formance is judged. It is most im- 
portant, therefore, that this criterion 
should present as accurate a picture 
as possible. It is vital, for example, 
that any action taken to improve a 
division’s rate of return should also 
improve the company’s rate of return 
to a corresponding degree. 


Most techniques for assessing a di- 
vision’s performance have three char- 
acteristics. First, the cash allowed a 
subsidiary is determined by formula. 
It is centrally controlled and is related 
directly to sales or production. Sec- 
ondly, other current assets and cur- 
rent liabilities are included at the act- 
ual end-of-month balances, and inven- 
tories are included in the investment 
base at book value. One of the effects 
of this is to make the divisional man- 
agers collect as many as possible of 
the accounts receivable at the end of 
the month, even if ill feeling results. 
Thirdly, the inter-company receiv- 
ables (based on sales) and payables 
(based on purchases) are included 
either at actual end-of-month_bal- 
ances or calculated by a formula in- 
tended to approximate what actual 
levels would have been if the division 
had been an independent company. 


These practices motivate divisional 
managers to do the wrong thing and 
lead to fluctuations in the division’s 
investment base that weaken the rate- 
of-return system as an evaluation tool. 
In the management of inventory, for 
example, the divisional manager 
would not take action to increase 
sales if the resulting profit were a 
smaller per cent of assets employed 
than is set by the profit objective. 


The new method suggests that 
working capital instead of current as- 
sets should be used and that, in as- 
signing working capital to a division, 
the amount should approximate the 
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level that would be required if the di- 
vision were an independent company. 
In assigning working capital to a di- 
vision, consideration should be given 
to the total working capital require- 
ments of a company and the working 
capital requirements of the division. 
Once working capital is assigned, it 
should be changed only if operations 
are expanded or contracted, or if 
there are changes in the working 
capital requirements of the company. 


BOOK REVIEWS 


“Butterworth’s Income Tax Digest”; 
published by Butterworth & Co. 
(Canada) Ltd.; 525 pages; $17.50 

This comprehensive work on in- 
come tax law, originally published 
as part of the English and Empire 
Digest for the legal profession, was 
revised for reissue in 1959 and is now 
offered as a separate publication for 
accountants and others. 


The extensive nature of the re- 
search involved in the publication of 
this work is apparent in the statement 
of the publishers: 

“This volume contains summaries 
of close on 3,000 cases, of which 
about two thirds are from the United 
Kingdom, and the remainder from 
Commonwealth countries. It is an 
invaluable collection of jurisprudence, 
which is in large part applicable in 
Canada in places where direct prece- 
dent is lacking. A particularly im- 
portant feature is the index; specially 
prepared for this separate publication, 
it runs to over 70 pages set in double 
columns containing thousands of en- 
tries and cross-references and provid- 
ing an exhaustive key to the contents 
of the volume.” 

The applicable law is not quoted 
in the digest but cross-references are 
given to Halsbury’s Statutes for the 
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appropriate sections of the U.K. In- 
come Tax Act. 

This book should prove to be of 
particular value and appeal to the 
practitioner specializing in taxation 
who may frequently encounter the 
type of problem where Canadian 
jurisprudence is insufficient to serve 
as an adequate guide to the appro- 
priate tax treatment of the point at 
issue. 

A. W. Hamitton, C.A. 
Montreal, Quebec. 


e& 
we ‘Administrative Control and Execu- 

tive Action”, by B. C. Lemke and 
James Don Edwards; published by 
Charles E. Merrill Books Inc.; 795 
pages; $7.95. 

In a book comprising less than 800 
pages, the editors have set out to 
present a synoptic view of the theory 
and application of administrative con- 
trol. 

Professors Lemke and Edwards 
teach business administration at 
Michigan State University, and one of 
their purposes in compiling this an- 
thology has been to provide study 
material for teachers and students of 
administration. The editors envisage 
that the book will be used as a text 
for academic courses in administra- 
tive control at universities and as a 
basis for executive development 
courses in business and government. 
A second purpose is to provide man- 
agers, and others whose responsibili- 
ties require them to exercise control, 
with a well-balanced selection from 
the pens of some of our more thought- 
ful and perceptive writers on the 
many-sided subject of management. 

The book consists of 73 readings, 
drawn almost entirely from articles 
published in professional journals in 
North America during the past ten 
years. 

The selections represent the work 
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of a wide variety of authors. Among 
the 65 listed, the names of Joel Dean, 
T. O. Yntema, Herbert A. Simon, 
Kenneth E. Boulding, and Peter F. 
Drucker appear, along with many 
others familiar to readers of account- 
ing and management literature. Two 
readings of particular interest to Can- 
adians will be those on “Cash Fore- 
casting” by A. F. D. Campbell and 
“Direct Costing” by Alphonse Riv- 
erin. Both of these originally appear- 
ed in The Canadian Chartered Ac- 
countant. 


The book is organized in two dis- 
tinct parts. Part I, which deals with 
“Administrative Control”, is sub-di- 
vided into two sections. Section A 
attempts to put the subject in proper 
perspective by defining the elements 
of control and establishing the rela- 
tionship between control and admini- 
stration as a whole. Section B stresses 
the importance of control to the ad- 
ministration of a business enterprise 
in such areas as cash, inventory, re- 
search and development, production 
processes, marketing operations and 
personnel. 


Part II, which deals with “Execu- 
tive Action”, consists of three sections. 
Section C gives examples of methods 
and procedures with regard to capital 
expenditures, pricing policies, profit 
planning and budgeting. 


Accountants may find themselves 
on more familiar ground in section D, 
which comprises chapters on break- 
even analysis and variable budgeting. 
the role of the accountant in adminis- 
trative control, and cost analysis. The 
article about the applicability of 
linear programming to planning and 
control will interest those who are 
not already conversant with this ma- 
thematical tool. 


The final section is entitled “Ad- 
ministrative Control and the Future”, 
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and contains some speculative pro- 
jections about future developments 
and practices. 

Despite their ambitiousness in at- 
tempting to compress so wide a span 
of topics into a single volume, Profes- 
sors Lemke and Edwards, by their 
skilful and discriminating selection of 
material, have succeeded in producing 
a book that will be of great value to 
the groups for whom it is specifically 
intended. 

K. W. WoopuHeap, 
Montreal, Quebec. 


“Mathematics of Accounting” (4th 
ed.) by A. B. Curtis and J. H. Cooper; 
revised by W. J. McCallion; publish- 
ed by Prentice-Hall Inc.; 566 pages; 
$11.00 

The current edition of this work 
was revised with a view to Canadian 
practice by W. J. McCallion, who is 
associate professor of mathematics 
and director of extension at McMas- 
ter University. 

The first part of the book is a 
thorough presentation of business 
arithmetic. There is a detailed dis- 
cussion of various techniques con- 
ducive to rapid calculation. While 
such a study may seem to some to be 
rather quaint in this age of comput- 
ers, accountants will probably con- 
tinue to find a facility in this area to 
be an advantage. Among other topics 
dealt with in the first part are appli- 
cations of percentages and simple in- 
terest, methods of valuing inventories, 
simple insurance calculations, gross 
profit ratios, devices for analyzing fi- 
nancial statements, the calculation of 
goodwill, stock rights, profit sharing 
problems in a partnership and prop- 
erty taxes. 

The second half of the book is es- 
sentially a clear, but elementary, out- 
line of mathematics of finance. The 
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authors deal with annuities, bonds 
and bond interest, different methods 
of calculating depreciation, proba- 
bility, life annuities and life insur- 
ance. There is a chapter on graphs 
and index numbers and a complete 
set of standard financial tables. 

This work should be a valuable 
reference volume for students, ac- 
countants or businessmen wishing to 
have in one place a summary of com- 
mercial arithmetic and simple appli- 
cations of compound interest. 

Perhaps surprisingly, there is no 
reference in the book to modern de- 
velopments in the applications of 
mathematics to accounting and busi- 
ness problems. There is no mention 
of the formulae which have revolu- 
tionized inventory control and_pro- 
duction planning. Among other 
topics omitted are statistical §tech- 
niques in sales forecasting, the use of 
compound interest in appraising cap- 
ital expenditures, the formula for de- 
termining the present value of capital 
cost allowances and the computation 
of the effective costs of leases and 
leasebacks. While detailed treatment 
of these matters was evidently beyond 
the intended scope of this volume, a 
summary of new developments might 
have been a valuable addition. 

]. W. Crowe, C.A., 
Montreal, Quebec. 


Publishers’ Addresses 

Cost and Management, 31 Walnut St. S., 
Hamilton, Ont. 

Internal Auditing in Australia, (Supple- 
ment to The Australian Accountant, Dec. 
1960) 37 Queen St., Melbourne. 

The Harvard Business Review, Soldiers 
Field, Boston 63, Mass. 

Butterworth & Co. (Canada) Ltd., 1367 
Danforth Ave., Toronto 6, Ont. 

Charles E. Merrill Books Inc., 1300 Alum 
Creek Dr., Columbus 16, Ohio. 

Prentice-Hall Inc., Englewood Cliffs, N.J. 


NEWS OF 


OUR 


Alberta 

S. B. Rollins, C.A. has been appointed 
assistant professor of finance, University of 
Alberta, Edmonton. 

R. D. Krake, C.A. announces that he has 
assumed the practice of Harris, Fingarson 
and Co., Chartered Accountants, Vermilion. 
Henceforth the practice of the profession 
will be conducted under the name of R. D. 
Krake, C.A., Vermilion. 

G. R. McLennan, C.A. has been named 
deputy controller of Imperial Oil Ltd., To- 
ronto. 

W. K. Tanner, C.A. has been appointed 
assistant comptroller of Imperial Oil Ltd. 


British Columbia 

Stewart Routledge, C.A. has been ap- 
pointed assistant treasurer for Columbia 
Cellulose and Celgar, and treasurer of Co- 
lumbia Pulp Sales, Vancouver. 


Manitoba 

Laird, Sprague & Co., Chartered Account- 
ants, Brandon, announce the admission to 
partnership of D. W. A. Norris, C.A. 


Nova Scotia 

H. S. Wilson, C.A. has been named vice- 
president finance and assistant secretary of 
Atlas Steels Ltd., Welland, Ontario. 


Ontario 

P. S. Fraser, C.A. has been appointed 
comptroller of the Ontario Medical Associa- 
tion, Toronto. 

The appointment of E. H. Orser, C.A. as 
treasurer of Anthes-Imperial Co. Ltd., St. 
Catharines, has been announced. 

H. W. Carveth, C.A. announces the re- 
moval of his office to 2652 Danforth Ave., 
Toronto 13. 

Gunn Roberts & Co., Chartered Account- 
ants, announce the removal of their offices 
to 48 Yonge St., Toronto. 


Quebec 


Robert St-Denis & Cie, C.A. annoncent 
que leurs bureaux sont maintenant situés a 
7000 avenue du Parc, ste. 301, Montréal 15. 


MEMBERS 


Paul-Emile Noel, C.A. désire annoncer 
que son bureau est maintenant situé a 354 
ouest, Blvd Henri-Bourassa, ste. 3, Mon- 
tréal. 

Walter Fischer, C.A. announces the 
opening of an office for the practice of his 
profession at Ste. 303, 2015 Drummond 
St., Montreal 25. 

M. O. Pouliot, C.A. was recently elected 
president of the Chamber of Commerce of 
Quebec. 

C. &. 
director 
Quebec. 

Roger Laliberté, C.A., partner in the 
firm of Angers, Martel & Co. and lieutenant 
in the Royal Canadian Navy (Reserve), 
has been appointed executive officer of 
HMCS Montcalm, The Quebec City naval 
division. 

S. C. Rynd & Co., Chartered Accountants, 
1470 Bleury St., Montreal, announce the 
admission to partnership of S. I. Levine, 
C.A. 

Cecil Usher, C.A., a senior partner in the 
firm of Richter, Usher & Vineberg, Charter- 
ed Accountants, Montreal, has been elected 
president of the Federation of Jewish Com- 
munity Services of Montreal. 


Belanger, C.A. has been elected 
of National Insurance Society, 


Saskatchewan 

G. A. Feltham, C.A. has been appointed 
assistant professor of accounting, University 
of Alberta, Edmonton. 

M. Vance, C.A. has been appointed as- 
sistant professor of accounting, University 
of Alberta, Calgary. 

Bert Ayers, C.A. has been elected presi- 
dent of the Kinsmen Club of Saskatoon. 


OBITUARIES 


We regret to announce the death of the 
following members: 
GEORGE OLIVER MAY: On May 25, 1961 
at the age of 86. He was born and educated 
in England and qualified in the Institute of 
Chartered Accountants in England and 
Wales in 1897. He joined the London of- 
fice of Price Waterhouse & Company, short- 
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NOW UNDER ONE ROOF....the Canadian Imperial Bank of 
Commerce is a joining together of two long-established banks, The 
Canadian Bank of Commerce and the Imperial Bank of Canada. 

The letters C.I. stand for a great number of new banking advantages. 
They stand for the Courtesy and Industry of 15,500 men and women who 
have united their talents to serve you better. They stand for Capital and 
Initiative to help Canadians develop Canada’s vast potential. They stand 
for Canadian Imperial Bank of Commerce, a vigorous and progressive 
force in Canadian banking. 

Visit the Canadian Imperial Bank of Commerce soon. Present or future 
customers can be assured of the finest banking service, utmost courtesy 
and assistance. CANADIAN IMPERIAL BANK OF COMMERCE 
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ly thereafter moving to New York to join 
the firm’s agents there. He became a part- 
ner in Price Waterhouse, New York, in 
1902 and senior partner in 1911. He re- 
tired in 1940 but maintained his association 
with the firm as consultant. While for al- 
most all his career he practised in the 
United States, he was widely known in the 
accounting profession in Canada and the 
United Kingdom as well. 

Mr. May became a member of the On- 
tario Institute in 1910 and of the B.C. In- 
stitute in 1913. He was elected a Fellow 
of the Ontario Institute in 1937 and a Life 
Member in 1959. Those who attended the 
annual conference of the Ontario Institute 
in Kingston in June 1960 will vividly re- 
call the warmth of his personality and en- 
thusiasm. 
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W. GERALD H. JEPHCOTT: On May 18, 
1961 in his 63rd year. He was a past presi- 
dent of the Institute and a partner in 
Touche Ross Bailey & Smart, Toronto. Mr. 
Jephcott became a member of the Quebec 
Institute in 1923 and affiliated with the On- 
tario Institute in 1926. He served on the 
Council of the Ontario Institute from 1933 
to 1941, was elected a Fellow in May 1939 
and was president in 1940-41. 

Born in Montreal, Mr. Jephcott received 
his education in Westmount. In addition to 
qualifying as a C.A., he graduated from 
Osgoode Hall Law School in Toronto and 
was called to the Ontario Bar in 1929. He 
was a member of the Board of Governors of 
the Canadian Tax Foundation from its in- 
ception and was its chairman in 1949. He 
was also a member of the Society of In- 
dustrial and Cost Accountants of Ontario. 


The Canadian Institute of Chartered Accountants 
NOTICE OF ANNUAL MEETING 
Toronto, Ontario, Monday, September 25, 1961 


The fifty-ninth annual meeting of the Canadian Institute of Chartered Accountants 
will be held in Toronto, Ontario, at the Royal York Hotel on Monday, September 25, 
1961 at 2.30 p.m. for the reception of reports of the president, treasurer and Council, 


the election of auditors, and other business. 
J. A. Wison, F.C.A. 
President. 


R. D. THomas, C.A. 
Executive Secretary. 
Toronto, Ontario, June 15, 1961. 





L’Institut Canadien des Comptables Agréés 
CONVOCATION DE L’ASSEMBLEE ANNUELLE 
Toronto, Ontario, lundi, le 25 septembre 1961 


L’Institut Canadien des Comptables Agréés tiendra sa cinquante-neuviéme assemblée 
annuelle 4 Toronto, Ontario, 4 Yhétel Royal York, lundi, le 25 septembre 1961, 
a 2 heures 30 de l’aprés-midi, pour prendre connaissance des rapports du président, du 
trésorier et du Conseil, pour élire les vérificateurs et traiter toutes autres affaires. 


J. A. Witson, F.C.A. 
Président. 





R. D. Tuomas, C.A. 
Secrétaire administratif. 
Toronto, Ontario, le 15 juin 1961. 











lée 
1, 
du 





LIST OF PUBLICATIONS 











For Executive Reading 
Function of Management ........ .$2.00 
Management Planning .......... 2.00 
Principles of Estate Planning .... 2.00 
Integrated and Electronic Data 
Processing . bat 1.75 
Valuation of Private Business and 
Professional Practice ......... 2.00 
Canada’s Investment Business ... 1.75 
Should Small Business 
Incorporate? ............ 20 
Financial Reporting 
(3rd ed. 1959) ...... —. 
(Members) ........ Soaks ae 
Specialized Accounting Literature 
Mining Accounting er 
Small Retail Store Accounting 1.25 
Audit Reports* 1.00 
Grain Accounting 1.25 
Municipal Finance 1.25 
Accounting Terminology 2.50 
(Members) 2.00 
Economics 5.50 
(Members) 4.50 
Auditing Procedures 1.25 
C.A. Examinations in Canada .50 


Accounting and Auditing Research 
Bulletins with binder* ...... 3.00 

Please send remittance with orders. Orders for 

1 than $5.00 tb ied b it- : : : 

a muse be accompanied oy rem * available in English and French. 
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L’INSTITUT CANADIEN DES COMPTABLES AGREES 
69 Bloor Street East Toronto 5, Ontario 
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ISTITUTE NOTES 





ALBERTA INSTITUTE 


A 1961 continuing education seminar will 
be held by the Alberta Institute from No- 
vember 6 to 10 at the Banff School of Fine 
Arts, according to an announcement from 
Herbert Hartley, chairman of the Commit- 
tee on Continuing Education. The topics 
for the first four days will be “Estate Plan- 
ning” and “Financing a Business” with an- 
other topic, yet to be decided, for the final 
day. Speakers will present papers on vari- 
ous aspects of the subjects, and time will 
be allotted for group discussions as well. 


B.C. INSTITUTE 


Course in Tax and Estate Planning: Pro- 
fessor R. R. Loffmark, C.A. of the Univer- 
sity of British Columbia conducted a two- 
week series of lectures on “Tax and Estate 
Planning” in Vernon during May.  Thirty- 
two chartered accountants and lawyers from 
the Okanagan-Mainline area enrolled for 
the course. 

A similar series conducted by Professor 
Loffmark in Victoria for 44 chartered ac- 
countants and lawyers was concluded on 
June 10. 

C.A. Club of Vancouver: Radio commenta- 
tor Jack Webster addressed the June 6 
luncheon meeting, the final function for the 
1960-61 season. 

Okanagan-Mainline C.A. Club: The follow- 
ing officers were elected for the 1961-62 
year at the annual meeting of the Oka- 
nagan-Mainline C.A. Club held in Kelowna 
on May 5, 1961: 

President, S. J. Ladyman, Vernon; vice- 
president, A. G. DesBrisay, Penticton; sec- 
retary, J. Wiebe, Vernon; treasurer, W. 
Knutson, Kelowna; auditor, J. Stewart, 
Kelowna. 

C.A. Wives Club (Vancouver Chapter): 
Mrs. R. F. Gardiner was elected president 
of the club at the annual luncheon meet- 
ing at Marine Drive Golf Club on May 17. 
Other officers are: Mrs. L. W. Manuel, 


vice-president; Mrs. D. E. Strong, record- 
ing secretary; Mrs. D. H. Dunn, corres- 
ponding secretary; Mrs. J. L. McPherson, 
treasurer. 
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QUEBEC INSTITUTE 


New Officers Elected: William V. Victor 
of Montreal was elected president of the 
Quebec Institute of Chartered Accountants 
at its 8lst annual meeting held on June 15. 
Other officers elected were Paul Bruneau, 
Quebec, first vice-president; Frank _ T. 
Denis, second vice-president; H. Marcel 
Caron, secretary; and Arthur W. Bruce, 
treasurer. M. Laird Watt is immediate past 
president. 

The following were elected to the Insti- 
tute Council for two years: W. R. Clerihue, 
Paul Emile Courtois, Gérard Deslierres, E. 
Boyd Marsh, Raymond Morcel and Eric J. 
Newman. 


Council members with one year still to 
serve are: Francois J. Bastien, Charles H. 
Bray, Russell G. Bremner, Marcel Guay, 
Gordon I. McHale and Peter S. Wise. 


SAULT STE. MARIE C.A. CLUB 

Chartered accountants resident in and 
around Sault Ste. Marie formed an asso- 
ciation recently and have adopted a con- 
stitution and elected an executive. Serving 
on the first executive of the association are 
H. S. McLellan, president; T. B. Gillespie, 
vice-president; W. M. Wadley, secretary- 
treasurer; and F. P. Kelly and C. E. Mc- 
Lurg, directors. 


HAMILTON & DISTRICT C.A.s 


Waterloo County Golf and Country Club 
was the setting for the annual meeting of 
the association on June 6. Elected for the 
coming year were W. C. Chick (chairman), 
P. F. Connell, L. H. Digby, J. H. Fenton, 
R. Hoyle, A. W. Parish, W. W. Pollock, 
H. P. Sellers and J. S. Spearing. 


ONTARIO STUDENTS 


Annual Meeting: The following are the new 
executive: R. E. Downey, president; J. L. 
Aiken, vice-president; L. M. Scott, secre- 
tary; K. A. Walker, treasurer; J. S. Bancroft, 
C. A. Latimer, R. E. Leduc and C. R. 
Meisener. 
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CLASSIFIED ADVERTISEMENTS 


All replies to box numbers should be sent to 
The Canadian Chartered Accountant, 69 


Bloor Street East, Toronto 5, Ontario 


Closing date is 11th of preceding month. 





PRACTICE WANTED, Toronto, outright 
purchase or part interest up to $60,000. 
Rosenthal, Rosenthal & Co., LE 1-2535. 


PRACTICE WANTED: Montreal C.A. 
wishes to purchase small to medium size 
accounting practice. Box 358. 


PRACTICE FOR SALE, south-western 
Ontario. Annual gross $26,000. Outright 
sale and/or merger will be considered. State 
all conditions in first reply. Box 360. 











PRACTICE FOR SALE, Toronto, annual 
gross $62,000. Outright sale or succession 
may be arranged. Please state full particu- 
lars in first letter. Box 359. 


PARTNERSHIP OPPORTUNITY: Long 
established, aggressive and still growing 
eastern firm has opening for top calibre 
chartered accountant at partnership level. 
Qualifications required, beside technical 
knowledge and experience, are personality, 
drive, initiative and managerial capacity. 
Preferred age 28 to 40. This is a chal- 
lenging opportunity for an ambitious man 
who has the high standard of all-round 
ability which is required. Box 345. 





BRANCH FIRM in Ottawa invites sole 
practitioner to merge his practice and as- 
sume position of resident partner of the 
combined office. For particulars write to 
Box 354. 


CHARTERED ACCOUNTANT required by 
large growing firm practising in a city near 
Toronto. Would be made a supervisor al- 
most immediately if sufficiently capable, 
with further advancement depending upon 
executive capacity displayed. Box 357. 


POSITION AVAILABLE for recent gradu- 
ate with firm of practising chartered ac- 
countants in eastern Ontario city. Reply 
giving full particulars and salary require- 
ments to Box 356. 





FIRM of chartered accountants situated 
in southern Ontario has opening for young 
chartered accountant, preferably recent 
graduate. Excellent opportunity for right 
man. Ultimate possibility of partnership. 
Consideration will be extended to those 
writing finals in June, 1961. Reply giving 
full particulars of age, education, etc. to 
Box 349. 


FOURTH YEAR student required by a firm 
of chartered accountants in south-western 
Ontario. Excellent opportunity for right 
man. Kindly submit results of primary and 
intermediate examinations, age, marital 
status, character references, salary require- 
ments and recent photo. Box 355. 


LARGE PROGRESSIVE department store 
situated in Windsor, Ontario, requires cap- 
able accountant-office manager. Position 
available involves regular retail hours and 
offers challenging opportunity for quali- 
fied applicant. Duties involving account- 
ing, staff supervision, financial analysis, etc. 
Starting salary in range from $6,000 to 
$7,500 depending upon past experience and 
present qualifications. Apply, giving full 
particulars, to Box 352. 


CHARTERED ACCOUNTANT,  B.Com., 
Montreal, seeks to share office space with 
other practitioner. Box 353. 


COMPTABLE AGREE (France), 50 ans, 
bilingue, désirant se fixer au Canada, 
cherche entrer en relation avec Membre 
de l'Institut en vue d’un emploi. Mécano- 
graphie, contréle budgétaire, organisation 
scientifique du travail, expérience profes- 
sionnelle approfondie. W. Dylla-Boulinguez, 
17, rue de lEglise, Audruicq (P. de C.) 
France. 


IMPORTANT BUREAU DE comptables 
agréés de Montréal recherche comptables 
agréés ayant quelques années d’expérience 
dans la vérification, de préférence entre 25 
et 35 ans. Salaire 4 discuter selon expéri- 
ence. Réponses traitées confidentiellement. 
Box 361. 


CHARTERED ACCOUNTANT, B.Com., 
age 28, desires position with industrial or 
commercial concern. Box 362. 
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BARRISTERS AND SOLICITORS 



















MACLEOD, McDERMID, DIXON, BURNS, 
LOVE & LEITCH 


Barristers and Solicitors 


6th Floor, Hollinsworth Building — - - - Calgary, Alta. 





PITBLADO, HOSKIN & COMPANY 


Barristers and Solicitors 


900 Hamilton Building, 395 Main Street - Winnipeg 2, Man. 





STEWART, SMITH & MACKEEN 


Barristers and Solicitors 


Roy Building - - - - - - Halifax, N.S. 


ROSS & ROBINSON 
Barristers and Solicitors 


Canadian Bank of Commerce Chambers - Hamilton, Ont. 





GOWLING, MacTAVISH, OSBORNE & HENDERSON 


Barristers and Solicitors 





88 Metcalfe Street - - - - - Ottawa 4, Ont. 





BORDEN, ELLIOT, KELLEY & PALMER 






Barristers and Solicitors 








The Bank of Canada Building, 250 University Avenue - Toronto 1, Ont. 


McCARTHY & McCARTHY 
Barristers and Solicitors 






Canada Life Building, 330 University Avenue - Toronto 1, Ont. 
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McLAUGHLIN, MACAULAY, MAY & SOWARD 


Barristers and Solicitors 


302 Bay Street’ - - - - - - Toronto 1, Ont. 


MELVILLE O)DONOHUE, B.Com. 
Barrister and Solicitor 


12 Richmond Street East’ - - - - Toronto 1, Ont. 





= STAPELLS, SEWELL, STAPELLS, PATTERSON & RODGERS 


Barristers and Solicitors 


112 Yonge Street’ - . - - - - Toronto 1, Ont. 


WRIGHT & McTAGGART 
| Barristers and Solicitors 


67 Yonge Street - - - - - - Toronto 1, Ont. 


DUQUET, MACKAY & WELDON 
Barristers and Solicitors 


The Royal Bank Building, 360 St. James Street West — Montreal 1, Que. 








HOWARD, CATE, OGILVY, BISHOP, COPE, 
PORTEOUS & HANSARD 


Advocates, Barristers and Solicitors 


Royal Bank Building - - - = - Montreal 1, Que. 


PHILLIPS, BLOOMFIELD, VINEBERG & GOODMAN 
Barristers and Solicitors 


m 464 St. John Street - - - - - Montreal 1, Que. 





STIKEMAN & ELLIOTT 
Barristers and Solicitors 


505 Bank of Canada Building - -  - Montreal 1, Que. 
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MacPHERSON, LESLIE & TYERMAN 
Barristers and Solicitors 


2236 Albert Street - - ee Sask. 


LIFE INSURANCE Bee 


NORMAN COWAN, C.L.U. 
Insurance Counsellor & Pension Consultant 


Working harmoniously with C.A., Legal Advisor and Client as one of a four-man team 
EM. 8-8365 


THE IMPERIAL LIFE ASSURANCE CO. OF CANADA 11 Adelaide St. W., Toronto 


APPRAISERS 


CHAFFE, MacKENZIE & RAY, LIMITED 
Real Estate Appraisers 


372 BAY STREET, TORONTO EM. 8-2316 


R. S. CHAFFE A. D. MacKenzi, P.Enc., M.A.I. L. W. Ray, P.ENc. 
K. Jounston, A.R.I.C.S. 


SHORTILL & HODGKINS LIMITED 
Professional Appraisal 
Real Estate 


347 BAY ST., TORONTO, ONT. EM. 3-2023 


$100,000 22 ent 


ANNUAL PREMIUMS 


Age 30 . wise. ROTO Age 40 ............. .... $524.30 
Age 35 361.40 Age 45 789.50 


ADDITIONAL BENEFITS—non-cancellable total disability income and addi- 
tional accident indemnity available for the above plan at a low extra premium. 
VAL TAYLOR “Term Insurance on the 
OCCIDENTAL LIFE Best Terms” 
1560 Bayview Ave., Toronto 17, Ont. Phone 487-1581 
TERM © LIFE e DISABILITY e GROUP « AGENCY OPENINGS 
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Memorandum for: 


CORPORATION TREASURERS. 
Do you know that — 


Temporarily idle dollars can be willing 
workers in the “Money Market’? Funds 
may be profitably employed for a week-end, 
or a year, or for any term you require, ina 
wide variety of short date investments. 


Our specialists will be happy to assist you. 
Just call any of our offices. 


Mills, Spence & Co. 


Limited 
TORONTO 
EM. 4-1341 
MONTREAL WINNIPEG 
NEW YORK LONDON, ENG. 


Government of Canada Bonds 


and Treasury Bills 


Provincial and Municipal Bonds 


Public Utility and Industrial Financing 


Orders accepted for execution on all stock exchanges 


Dominion SECURITIES 
CORPORATION LIMITED 
Established 1901 


Offices in principal Canadian cities, New York, Boston, London, Eng. 


50 King Street West, Toronto, EM. 6-8181 





C CH CANADIAN LIMITED 
RRM NN HON A EAHVAAARRAAAAAVAAAAAA AA AAA RRA MMAAMARANAAAARAAAAAN 


extends congratulations 


Ohe Canadian Chariered Accountantt 


on the o .casion 


of its 


Fiftieth Anniversary 


“, 








